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PREFACE
This publication is the sixteenth in a series produced by the Institute’s staff through use of 
the Institute’s National Automated Accounting Research System (NAARS). Earlier publications 
in the series are listed on the inside cover of this publication.
The purpose of the series is to provide interested readers with examples of the application of 
technical pronouncements. It is believed that those who are confronted with problems in the 
application of pronouncements can benefit from seeing how others apply them in practice.
It is the intention to publish periodically similar compilations of information of current in­
terest dealing with aspects of financial reporting.
The examples presented were selected from over eight thousand annual reports stored in the 
NAARS computer data base.
This compilation presents only a limited number of examples and is not intended to encom­
pass all aspects of the application of the pronouncements covered in this survey. Individuals with 
special application problems not illustrated in the survey may arrange for special computer 
searches of the NAARS data banks by contacting the Institute.
The views expressed are solely those of the staff.
George Dick
Director, Technical Information Department
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ISCOPE AND PURPOSE OF THE SURVEY
DISCUSSION OF LEASES IN STATEMENT NO. 13
The Financial Accounting Standards Board issued Statement on Accounting Standards No. 
13, “Accounting for Leases,” in November 1976. Statement No. 13 establishes standards of 
financial accounting and reporting for leases by lessees and lessors. The Statement adopts the 
view that a lease that transfers substantially all the benefits and risks incident to the ownership of 
property should be accounted for as the acquisition of an asset and the incurrence of an obligation 
by the lessee and as a sale or financing by the lessor; all other leases are to be accounted for as 
operating leases. The Statement establishes criteria for classifying leases as sales-type, direct 
financing, capital, or operating leases, and prescribes disclosures and accounting treatment for 
each type.
The disclosure provisions of Statement No. 13 are required to be applied in financial state­
ments for years beginning after December 31, 1976. The measurement provisions of the State­
ment are required to be applied in financial statements for years beginning after December 31, 
1976 or after December 31, 1980, depending on when the lease became effective. The timing of 
the application of Statement No. 13 is complex and is discussed in the following chapters.
Statement No. 13 is reproduced in the appendix. The following pronouncements clarifying 
and amending the Statement are also reproduced:
•  FASB Statement No. 17, “Accounting for Leases—Initial Direct Costs;”
•  FASB Statement No. 22, “Changes in the Provisions of Lease Agreements Resulting from 
Refundings of Tax-Exempt Debt;”
•  FASB Statement No. 23, “Inception of the Lease;”
•  FASB Interpretation No. 19, “Lessee Guarantee of the Residual Value of Leased Prop­
erty;”
•  FASB Interpretation No. 21, “Accounting for Leases in a Business Combination.”
An Auditing Interpretation issued by the staff of the AICPA Auditing Standards Division, “The 
Effect of FASB Statement No. 13 on Consistency,” which discusses the need for independent 
auditors to qualify their reports as to consistency when the Statement is applied, is also repro­
duced in the appendix.
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SOURCE OF ILLUSTRATIONS
Accounting for leases in conformity with FASB Statement No. 13 requires considerable 
judgment. An accountant who is confronted with problems in applying the Statement can benefit 
from learning how other accountants are applying it in practice. Accordingly, this publication 
presents excerpts from recently published financial statements that illustrate the apparent appli­
cation of the Statement.
The AICPA National Automated Accounting Research System (NAARS) was used to com­
pile the information. The examples presented were selected from the published annual reports to 
shareholders of the more than 8,000 companies stored in the computer data base.
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II
LESSEES’ CAPITAL LEASES—RETROACTIVE APPLICATION
FASB Statement No. 13 defines capital leases with respect to lessees as leases that meet one 
or more of the criteria specified in paragraph 7. The Statement requires capital leases to be 
recorded as assets and obligations in the manner specified in paragraphs 10-12, which also discuss 
the amortization of the asset and the accrual of interest on the obligation.
Statement No. 13 requires capital leases (new leases as well as revisions of old ones) that 
became effective on or after January 1, 1977 to be recorded as assets and obligations in the 
financial statements for the year that includes the date the lease became effective. Assets re­
corded under capital leases and the accumulated amortization thereon are required to be sepa­
rately identified in the lessee’s balance sheet or in the notes. The related obligations are to be 
separately identified in the balance sheet and classified as current and noncurrent liabilities in 
classified balance sheets. The amortization charge is to be separately disclosed in the financial 
statements or notes unless it is included with depreciation expense and the fact that it is so 
included is disclosed.
Statement No. 13 requires with respect to recorded capital leases the disclosure of a general 
description of the terms of the leases as well as the following information:
•  The gross amount of assets recorded under capital leases, as of the date of each balance 
sheet presented, by major classes according to nature or function. This information may be 
combined with the comparable information for owned assets.
•  Future minimum lease payments as of the date of the latest balance sheet presented, in the 
aggregate and for each of the five succeeding fiscal years, with separate deductions from 
the total for the amount representing executory costs, including any profit thereon, in­
cluded in the minimum lease payments and for the amount of the imputed interested 
necessary to reduce the net minimum lease payments to present value.
•  The total of minimum sublease rentals to be received in the future under noncancelable 
subleases as of the date of the latest balance sheet presented.
•  Total contingent rentals (rentals on which the amounts are dependent on some factor other 
than the passage of time) actually incurred for each period for which an income statement is 
presented.
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Statement No. 13 does not require capital leases that became effective before January 1, 1977 
to be recorded as assets and obligations until financial statements are issued for years beginning 
after December 31, 1980, in which case the recording is to be made retroactively. Earlier retroac­
tive recording is encouraged, but regardless of the year in which the retroactive recording occurs 
the financial statements of that year and subsequent years are required to contain the disclosures 
on recorded capital leases described in the preceding paragraph.
Thirteen examples are presented of the retroactive recording as assets and obligations of 
capital leases that became effective before January 1, 1977 in apparent conformity with Statement 
No. 13. The presentation of the lease obligation in either the liability section of the balance sheet 
or a schedule of long-term debt is omitted in the examples.
ANALOG DEVICES, INC.
Notes to Financial Statements
6. Lease Commitments
During fiscal 1977, the Company elected early compliance with the retroactive provisions of 
Statement Number 13 of the Financial Accounting Standards Board (FASB-13). As a result, the 
consolidated financial statements include the following for capital leases:
1976 1977
Land and buildings $1,828,000 $2,231,000
Machinery and equipment 405,000 1,994,000
2,233,000 4,225,000
Less accumulated amortization 563,000 992,000
Net capital leases $1,670,000 $3,233,000
The effect of the change on net income for the years ended October 30, 1976 and October 29, 1977 
was a reduction of $19,000 and $31,000 or $.01 and $.02 per share, respectively.
The following is a schedule by years of future minimum lease payments under capital leases and 
rental payments required under long-term operating leases at October 29, 1977:
Fiscal Years
Capital
Leases
Operating
Leases
1978 $ 600,000 $ 674,000
1979 600,000 608,000
1980 600,000 291,000
1981 600,000 171,000
1982 360,000 111,000
Later Years 2,804,000 354,000
Total 5,564,000 $2,209,000
Less: Amount representing interest 
Present value of minimum lease payments
2,006,000
$3,558,000
• •  •  •
The Company’s principal facilities are rented under a capital lease expiring in 1996 with two 
ten-year renewal options and requiring annual rentals of $186,000. The Company is required to pay 
real estate taxes, maintenance and other rental costs. Additionally the Company rents other facilities 
and equipment under capital leases expiring over the next seven years. Certain of this equipment with 
annual rental payments of approximately $75,000 per year through 1981 is rented from a thirty 
percent owned affiliate.
CHART HOUSE INC.
Notes to Financial Statements
(4) Leases 
Accounting Policy
The Company is a party to a number of noncancelable lease agreements involving restaurant land
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and buildings and has elected to adopt the requirements of Statement of Financial Accounting Stan­
dards No. 13 (Accounting for Leases) as of December 31, 1976, as is encouraged by that Statement. 
The accompanying financial statements have been retroactively restated in accordance with the re­
quirements of Statement 13. Accordingly, minimum lease rentals have been segregated into those 
portions relating to land and building. The building portion of the minimum rentals has been 
capitalized and the related asset and obligation recorded using the Company’s incremental borrowing 
rate at the inception of the lease. The assets are amortized on a straight-line basis over the lease term 
and interest expense is accrued on the basis of the outstanding lease obligation. The portion of the 
minimum rentals relating to land are expensed as they accrue.
• • • •
Description of Leasing Arrangements
The Company’s leases for restaurant land and buildings are noncancelable and expire on various 
dates through 2025. Certain of the leases require the payment of an additional amount by which a 
percentage of annual sales exceeds annual minimum rentals. The percentage rental factors generally 
vary from 3% to 7%. The total amounts of such contingent rentals on these noncancelable land and 
building leases were $1,313,000 in 1976, and $1,220,000 in 1975. Approximately 88% of these leases 
contain renewal options ranging from 5 to 70 years. The portion of the leases attributable to buildings 
is classified as capital leases, while that relating to land is treated as operating leases.
• • • •
Capital Leases
The following is a schedule by years of future minimum payments under capital leases together 
with the obligations under capital leases (present value of future minimum rentals) as of December 31, 
1976:
Year Ended December 31: (In Thousands of Dollars)
1977 $ 3,874
1978 3,876
1979 3,876
1980 3,857
1981 3,769
Later Years 45,890
Total Minimum Lease Payments $65,142
Less: Amount Representing Interest 34,547
Total Obligations under Capital Leases $30,595
Less: Current Portion of Obligations under Capital Leases 924
Long-Term Obligations under Capital Leases, with 
Interest Rates Ranging from 6½% to 13½% and 
a Weighted Average Interest Rate of 9.9% $29,671
Total minimum lease payments have not been reduced by minimum sublease rentals of $2,428,000 
due in the future under noncancelable subleases.
Amortization of leased property under capital leases was $1,575,000 and $1,313,000 and interest 
expense on the outstanding obligations under such leases was $2,775,000 and $2,293,000 in 1976 and 
1975, respectively.
• • • •
Consolidated Balance Sheets
Assets
• • • •
Leased Property (Note 4):
Leased Property under Capital Leases, Less 
Accumulated Amortization of $5,503,000
in 1976 and $4,186,000 in 1975 ..............................
Net Investment in Direct Financing Leases ..........
As of December 31 
1976 1975
(In Thousands of Dollars)
$26,368 $23,119
1,377 392
$27,745 $23,511
5
FIRST EMPIRE STATE CORPORATION
Notes to Financial Statements
10. Leases
The Corporation’s bank subsidiaries occupy certain banking offices and use certain equipment 
under noncancellable lease agreements expiring at various dates over the next 24 years. In addition, 
the banks are lessors under various types of lease-financing arrangements.
In 1977 the method of accounting for leases was changed in accordance with Financial Accounting 
Standards Board Statement No. 13. This change resulted in an increase in net earnings of $27,855 in 
1977. Although the Statement is not yet applicable to pre-1977 leases, earlier application has been 
implemented as encouraged by the Financial Accounting Standards Board. Statement No. 13 requires 
that financial statements for prior periods be restated to reflect the financial results as though the 
Statement had been in effect for those periods. The effect of the accounting change on the net loss 
previously reported for 1976 is an increase of $90,988. The beginning balance of stockholders’ equity 
for each year has been adjusted for the cumulative effect of the change.
At December 31, 1977 minimum rental payments due under noncancellable leases with the banks 
as lessees are as follows:
Year ended Capital Operating
December 31 leases leases
1978 $ 954,210 1,569,215
1979 954,210 1,048,177
1980 950,944 629,253
1981 747,112 521,896
1982 702,873 504,288
Later years 4,416,897 2,769,696
Total minimum lease payments 
Imputed interest (rates ranging from 6% to 13%) 
Present value of minimum lease payments
8,726,246
3,475,339
$5,250,907
7,042,525
Minimum payments for operating and capital leases have been reduced by $28,000 and $273,000, 
respectively, due in the future under noncancellable subleases. They do not include contingent rentals 
that may be paid under certain leases. It is expected that in the normal course of business, leases that 
expire will be renewed or replaced by leases on other properties; thus it is anticipated that future 
minimum lease commitments will not be less than amounts shown in 1977.
Contingent rentals paid to lessors of certain equipment are determined on the basis of usage in 
excess of stipulated minimums. Substantially all leases provide that real estate taxes, maintenance, 
insurance and other operating expenses are obligations of the lessee.
4. Premises and Equipment
The detail of premises and equipment is as follows:
December 31
1977 1976
Premises:
Land $ 3,494,050 3,494,050
Buildings owned 23,273,667 23,552,189
Buildings under capital leases 3,858,854 3,858,854
Leasehold improvements 8,117,923 7,311,766
Equipment:
Owned 7,685,422 7,874,531
Under capital leases 2,680,169 2,428,299
49,110,085 48,519,689
Less accumulated depreciation:
Owned assets 14,689,488 13,601,837
Capital leases 1,658,130 1,106,374
16,347,618 14,708,211
$32,762,467 33,811,478
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HORN & HARDART COMPANY
Notes to Financial Statements
11. Leases
The Company conducts the major part of its operations from leased facilities. Most of the leases 
are operating leases, with some providing for additional rents based upon percentages of sales and/or 
increases in real estate taxes. Seven leases are classified as capital leases and expire in 12 to 15 years. 
They each provide five 15-year renewal options with specified minimum rentals. The properties held 
under these leases were formerly owned by the Company and leased back, as described below. All 
such capital leases are net leases and contain options under which the Company may repurchase the 
properties at specified increments above the prices at which they were sold. All capital leases cover 
premises on which the Company has constructed and operates Burger King restaurants.
In addition, the Company leases restaurant equipment under capital leases with terms varying 
from five to seven years and data processing equipment under an operating lease which expires in 
1982.
During 1977 and 1976, the Company sold certain properties under sale-leaseback transactions. 
The gains realized on these transactions of $207,000 in 1977 and $2,165,000 in 1976 were deferred and 
are being amortized over the initial terms of the leases as reductions of applicable expense. Rental 
information applicable to properties leased back is included below. The building portions of the lease 
payments have been capitalized under the provisions of Statement No. 13 of the Financial Accounting 
Standards Board. The land portions are accounted for as operating leases.
The Company has adopted the policy of retroactively capitalizing these financing leases by record­
ing the related assets and lease obligations on the accompanying balance sheet at December 25, 1976. 
The asset value of capital leases is amortized over the life of the lease using the straight-line method. 
The effect of the change upon net income for the years ended December 31, 1977 and December 25, 
1976 is not material. Since all of the capital leases were entered into in 1976 and 1977, there is no 
cumulative effect of this change on net income for years prior to 1976.
• • • •
Capital Leases:
Asset Balances At
Dec. 31, Dec. 25,
Classes of Property 1977 1976
Store facilities .......................................................... ........................... $1,997,000 $ 915,000
Equipment leases (c) ............................................... ........................... 2,352,000 1,908,000
4,349,000 2,823,000
Less accumulated amortization .............................. ........................... 961,000 498,000
$3,388,000 $2,325,000
Future minimum lease payments under capital leases together with the present value of the net 
minimum lease payments as of December 31, 1977:
Year
Ending
1978 ..........................................................................................................................  $ 892,000
1979 ..........................................................................................................................  840,000
1980 ..........................................................................................................................  658,000
1981 ..........................................................................................................................  500,000
1982 ..........................................................................................................................  337,000
Later y ea rs .............................................................................................................. 2,559,000
Total minimum lease payments (d) ....................................................................... 5,786,000
Less amount representing interest (e).................................................................. 2,398,000
Present value of net minimum lease payments (f) ...............................................  $3,388,000
• • • •
(c) Capitalized lease obligations are collateralized by leased equipment. In addition, capitalized 
lease obligations of $272,000 at December 31, 1977 are collateralized by notes receivable of $300,000, 
second mortgages of $50,000 each on two properties having a net book value of $1,478,000, and 
certificates of deposit of $29,000.
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(d) Minimum payments have not been reduced by income from minimum sublease rentals of 
$478,000 due in the future under noncancelable subleases. They also do not include contingent rentals 
which may become payable under certain leases on the basis of a percentage of sales in excess of 
stipulated amounts. There were no contingent rentals paid in 1977 or 1976.
(e) Amount necessary to reduce net minimum lease payments to present value calculated at the 
Company’s incremental borrowing rate at the inception of the leases.
(f) Reflected in the balance sheet as current and noncurrent obligations under capital leases of 
$476,000 and $2,912,000 in 1977 and $320,000 and $1,778,000 in 1976.
Consolidated Balance Sheets 
Assets
• • • •
Property (Notes 1, 2, 6, 7, 10 and 11):
Land and land improvements ...................................
Building and building improvements........................
Furniture, fixtures and equipment ..........................
Assets held under capital leases ..............................
Leasehold improvements ...........................................
Total—at co s t..........................................................
Less:
Allowance for restaurant conversions or closings
Accumulated depreciation and amortization ........
Net Property ......................................................
1977 1976
(As restated,
see Note 11)
1,102 2,152
2,438 5,900
2,159 3,144
4,349 2,823
5,980 7,577
16,028 21,596
(1,195) (548)
(5,975) (9,399)
8,858 11,649
• • • •
KOLLMORGEN CORPORATION
Financial Review
Leasing
The Company has adopted the accounting treatment for leasing transactions set by Financial 
Accounting Standards Board (F.A.S.B.) in Statement No. 13. The Standard establishes new criteria 
to be followed for leasing transactions and requires all companies to account for financing leases as if 
they were capital assets. To the extent that prior lease payments were charged to expense as in­
curred, the financial statements must be restated to treat property leased as capital assets. Accordingly, 
capital assets, related debt, amortization expense, rent expense, interest expense and income taxes 
included in these financial statements have been retroactively adjusted to reflect accounting treat­
ment of the new standard. The leased property giving rise to the capital adjustment was principally 
process equipment for our printed circuit manufacturing facility in Riverhead, New York.
The effect of the retroactive adjustments on net income and earnings per share is as follows:
(Stated in thousands) 1976 1975 1974 1973
Net income:
Previously reported $4,482 $2,426 $3,361 $2,959
Adjustment (26) (24) (4) (1)
As adjusted $4,456 $2,402 $3,357 $2,958
Earnings per share of common stock:
Previously reported $1.67 $.92 $1.27 $1.12
Adjustment (.01) (.01) — —
As adjusted $1.66 $.91 $1.27 $1.12
The impact on the December 31 balance sheet due to treating leased property as capital assets is 
as follows:
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(Stated in thousands) 1977 1976 1975 1974 1973
Amount included in machinery and equipment $1,743 $1,544 $1,400 $119 $49
Amount included in accumulated depreciation 618 391 179 22 4
Amount of total debt 1,080 1,126 1,240 101 46
The amount of rent expense, as now defined, included in expense is as follows:
(Stated in thousands) 1977 1976 1975 1974 1973
Rent expense $1,028 $900 $808 $506 $480
The following is a schedule of future minimum rental payments required under non--cancellable
operating leases having a lease term in excess of one year and the future minimum lease payments 
under capital leases together with the present value of the net minimum lease payments as of De­
cember 31, 1977.
(Stated in thousands) Capital Leases Operating Leases
1978 $ 338 $ 551
1979 276 533
1980 248 467
1981 248 437
1982 210 323
later years 111 899
Total minimum payments 1,431 $3,210
Less amounts representing interest payments 351
Present value of net minimum lease payments 1,080
MARINE MIDLAND BANKS INC.
Notes to Financial Statements
Note 15. Lease Commitments
Statement of Financial Accounting Standards No. 13, Accounting for Leases, was retroactively 
adopted by the Corporation and its subsidiaries as of January 1, 1977 and, accordingly, the financial 
statements for prior years were restated. The effect of such restatement was to reduce consolidated 
retained earnings of the Corporation at December 31, 1975 by $5,100,000, and of the Bank at January 
1 , 1976 by $8,200,000, and to reduce consolidated income before securities transactions and net income 
for the year 1976 of the Corporation by $1,200,000 ($.10 a share) and of the Bank by $1,300,000. In 
addition, deferred income taxes were reduced at December 31, 1976 for the Corporation by $4,500,000 
and for the Bank by $7,000,000.
At December 31, 1977, the Corporation and its subsidiaries were obligated under a number of 
noncancellable leases for land, buildings, and equipment with terms, including renewal options, rang­
ing from one to 40 years, many of which provide for increased rentals based upon increases in real 
estate taxes and operating costs.
• • • •
Minimum future obligations on leases, which have not been reduced by immaterial sublease 
rentals, in effect at December 31, 1977 are as follows:
(In thousands)
Operating leases:
1978 ..............................
1979 ..............................
1980 ..............................
1981 ..............................
1982 ..............................
Later y ea rs ..................
Total minimum obligation
Marine 
Midland 
Banks, Inc. 
(Consolidated)
$ 2,292 
2,089 
1,827 
1,610 
1,398 
11,252 
$ 20,468
Marine
Midland
Bank
(Consolidated)
$ 2,189 
2,015 
1,812 
1,602 
1,391 
11,250 
$ 20,259
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Capital leases:
1978 ...............................................
1979 ...............................................
1980 ...............................................
1981 ...............................................
1982 ...............................................
Later y ea rs ..................................
Total minimum obligation ..............
Less: executory costs......................
Net minimum obligation ................
Less: amount representing interest 
Present value of net minimum 
obligation at December 31, 1977
Consolidated Balance Sheet
$ 15,848 $ 18,534
15,576 18,262
15,386 18,071
14,177 16,862
13,115 15,800
269,882 285,396
343,984 372,925
124,563 124,563
219,421 248,362
129,821 136,169
$ 89,600 $112,193
(in thousands)
December 31, 1977 1976*
Assets
•  •  •  •
Direct lease financing, less unearned income
and reserve for losses.......................................................................  46,338 50,734
Premises and equipment owned.............................................................  124,849 134,769
Premises and equipment under capital leases..................................  77,488 73,395
Customers’ acceptance liability ..............................................................  235,307 150,353
•  •  •  •
*Restated to conform to 1977 classifications and to reflect retroactive adoption of Statement No. 
13 of the F.A.S.B., Accounting for Leases. The accompanying notes are an integral part of the 
financial statements.
PITNEY BOWES INC.
Notes to Financial Statements
11. Leases
In addition to factory and office facilities owned outright, the company leases sales-service offices 
and other properties, generally under long-term lease agreements extending from 10 to 25 years. 
Certain of these leases meet the criteria for capital leases set forth in Statement No. 13 issued by the 
Financial Accounting Standards Board. As a result, those leases have been capitalized at the present 
value of the net lease payments at inception and amortization has been calculated on a straight-line 
basis over the lease terms. Amounts included under liabilities represent the present value of remain­
ing lease payments. Years prior to 1977 have been restated to conform to this policy, without signifi­
cant impact on income.
Future minimum lease payments under both capital and operating leases as of December 31, 1977 
were as follows:
1978
1979
1980
1981
1982
Later years
Total minimum lease payments
Less: Property taxes and other executory 
costs included in minimum payments 
Amounts representing interest 
Present value of net minimum lease payments
Capital 
Leases 
$ 2,788,000
2,794,000
2,794,000
2,794,000
2,801,000
36,293,000
50,264,000
Operating
Leases
$12,863,000
8,494,000
6,341,000
5,451,000
4,972,000 
39,500,000
$77,621,000
5,019,000
26,594,000
$18,651,000
•  •  •  •
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C on so lida ted  B alance Sheet
December 31 1977 1976*
Property, plant, and equipment, net 
Rental equipment and related inventories, net 
Property leased under capital leases, net
• • • •
* Restated to give retroactive effect to a change promulgated by the Financial Accounting Stan­
dards Board in accounting for leases.
PRESTO PRODUCTS INCORPORATED
Notes to Financial Statements
Note F—Leases:
The Company has leases covering primarily manufacturing and warehouse facilities under agree­
ments expiring at various dates to 1988. The Company is also required to pay certain real estate 
taxes and other occupancy costs. In addition, the Company leases certain other real estate, equipment 
and motor vehicles.
All noncancellable leases with terms greater than one year have been classified as either capital 
leases or operating leases under the provisions of Statement of Financial Accounting Standards No. 
13. Capital leases cover manufacturing and warehouse facilities in Lewiston, Utah and Grand Chute, 
Wisconsin which the Company has options to purchase at nominal amounts upon expiration of the 
leases. Leased property included in the balance sheet under these capital leases aggregated 
$1,850,000 less accumulated amortization of $130,000 at September 30, 1977. Amortization charged to 
operations in 1977 and 1976 aggregated $52,000 and $39,000, respectively. Interest expense at approx­
imately 7% on the capitalized leases aggregated $116,000 in 1977 and $110,000 in 1976.
Basic rental obligations under leases in effect as of September 30, 1977 were as follows.
74,687 66,294
115,009 102,279
15,317 15,055
1978 ...................................................................
1979 ...................................................................
1980 ..................................................................
1981 ..................................................................
1982 ..................................................................
After 1982 ......................................................
Total obligation...............................................
Less amount representing in te rest...............
Present value of net obligation .....................
Less current portion...................................... .
Long-term obligation at September 30, 1977
Capital
leases
Operating
leases
$ 215,000 $ 240,000
223,000 209,000
225,000 167,000
217,000 159,000
238,000 146,000
1,072,000 344,000
2,190,000 $ 1,265,000
535,000
1,655,000
105,000
$1,550,000
THE RATH PACKING COMPANY
Notes to Financial Statements
Note 4—Leasing Arrangements
In the fourth quarter of fiscal year 1977, the company changed its method of accounting for leases 
to conform with Financial Accounting Standards Board Statement No. 13. Leases which meet the 
capital lease criteria are recorded as assets and obligations at the present value of future rental 
payments. Previously, lease payments were expensed over the lease period.
The effect of this accounting change was to decrease the fiscal year 1977, 1976 and 1975 losses by 
$347,000 ($.29 per share), $376,000 ($.32 per share) and $204,000 ($.17 per share), respectively. 
Financial data for fiscal years prior to 1975 have not been restated since the effect was immaterial.
The company utilizes leased facilities in its operations which include four processing plants, ten 
distribution centers and eleven sales offices. The major processing plant lease, which has an original 
term of ten years expiring in 1984, with renewal options for three five-year periods, is a capital lease. 
Two of the processing plant leases are for 25 and 45 years, expiring in 1981 and 2003, respectively, and
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are also capital leases. The fourth processing plant lease which is for ten years, expiring in 1980, is an 
operating lease. Most of the distribution center and sales office leases are operating leases, with lease 
expiration dates through 1991.
Operating leases for the distribution centers and sales offices generally permit the company to 
either purchase the property at the fair market value at the end of the initial lease term or renew the 
lease for five year periods at the then fair rental value.
Certain of the company’s meat processing and packaging equipment, data processing equipment 
and automobiles are leased under capital leases expiring on various dates through 1990. In addition, 
the company leases trucks and miscellaneous machinery and equipment under operating leases expir­
ing during the next four years.
Substantially all leases provide that the company pay the cost of property taxes, insurance and 
repairs. In most cases, management expects that in the normal course of business leases will be 
renewed or replaced by comparable leases.
An analysis of leased property under capital leases by major classifications follows:
October 1, October 2,
1977 1976
Buildings $ 8,338,000 $ 8,338,000
Machinery and equipment 5,110,000 5,195,000
13,448,000 13,533,000
Less: Accumulated amortization (3,464,000) (2,809,000)
$ 9,984,000 $10,724,000
At October 1, 1977, the future minimum lease payments under capital leases together with the 
present value of the minimum lease payments are as follows:
Fiscal year Amount
1978 $ 1,916,000
1979 1,757,000
1980 1,158,000
1981 1,012,000
1982 1,022,000
Thereafter 8,727,000
Minimum lease payments 15,592,000
Less: Amount representing interest 6,537,000
Present value of minimum lease payments $ 9,055,000
• • • •
Balance Sheet
Assets
• • • •
Property, Plant and Equipment, at cost (Notes 1, 4, 7 
and 8):
Buildings and leasehold improvements
Machinery and equipment
Leased property under capital leases
Less—Accumulated depreciation and amortization
Land
Improvements in progress
October 1, 
1977
17,019
26,454
13,448
56,921
36,520
20,401
263
510
21,174
October 2, 
1976
16,676
26,334
13,533
56,543
34,826
21,717
321
342
22,380
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R.J. REYNOLDS INDUSTRIES INC.
Notes to Financial Statements
Note 9—Leases
During 1977 the Company changed its method of accounting for leases in conformity with the 
requirements of Statement No. 13 published by the Financial Accounting Standards Board in 
November 1976. All prior years have been restated to reflect this change. The effect of the change on 
fully diluted earnings per common share did not exceed two cents for any year restated.
Leases for vessels, truck terminals, port facilities and related equipment are used extensively in 
connection with the transportation business. Most such leases contain ordinary renewal options, 
although some container equipment leases provide for bargain renewal options extending over the 
economic life of the property. Some of the truck terminal and port facility leases contain escalation 
clauses based on the lessor’s operating costs, and certain port facility leases call for contingent rentals 
based on usage.
While most of the Company’s leases are noncancelable operating leases relating to port facilities, 
such leases have not been capitalized based on the provisions of Statement No. 13. Property, plant and 
equipment accounts at December 31 include the following amounts for capital leases (relating mainly
to truck terminals and container equipment):
(Dollars in Millions) 
1977 1976
Buildings and leasehold improvements .............................................  $12.5 $13.3
Machinery and equipment...................................................................  3.4 0.7
Vessels, containers and other marine equipment ............................ 16.7 14.7
32.6 28.7
Less allowances for amortization* .....................................................  13.4 10.9
$19.2 $17.8
*Lease amortization is included in depreciation expense.
At December 31, 1977, the Company was obligated under capital and noncancelable operating 
leases to make future minimum lease payments as follows:
(Dollars in Millions)
Non-
cancelable
Capital Operating
Leases Leases Total
1978 ........................................................................ $ 4.8 $ 52.3 $ 57.1
1979 ........................................................................ 3.8 46.7 50.5
1980 ........................................................................ 3.4 42.0 45.4
1981 ........................................................................ 3.2 33.2 36.4
1982 ........................................................................ 2.7 32.2 34.9
Thereafter.............................................................. 19.1 269.5 288.6
Total minimum lease payments ........................... 37.0 $475.9 $512.9
Executory costs .................................................... (7.5)
Amount representing interest ............................. (11.1)
Capitalized lease obligations (see Note 4 ) .......... $18.4
Minimum future sublease rentals receivable under capital leases and noncancelable operating 
leases at December 31, 1977, amounted to $3.8 million and $3.1 million, respectively.
• • • •
ROBLIN INDUSTRIES INC.
Notes to Financial Statements
Note I—Leases
Roblin leases certain of its real estate, improvements, and equipment that may be purchased on 
expiration of the leases on various dates through 1991, including rolling mill equipment at North 
Tonawanda, New York, which was sold to a bank in 1969 and is being leased back at a net rental of 
$221,000 a year, after amortization of gain on sale over a ten-year period. Certain other property,
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plant and equipment is leased under noncancelable operating leases expiring in various years through 
2009. Most of the leases contain renewal options for varying periods with minimum rentals generally 
less than those stated for the initial term of the lease.
Roblin’s financial statements have been restated to reflect the accounting for certain operating 
leases entered into prior to January 1, 1977 as capital leases by recording assets and liabilities for 
leased property, plant and equipment in accordance with FASB Statement No. 13, “Accounting for 
Leases.” The effect of this change is recorded as an adjustment of beginning retained earnings for the 
year 1976 and increased net income for 1976 by $21,464 or $.01 per share on both a primary and 
dilutive basis.
Property, plant and equipment includes the following amounts for the real estate, improvements 
and equipment leases that have been capitalized.
Land .............................................
Building and improvements ......
Machinery and equipment..........
Less allowances for amortization
December 31
1977
$ 26,849
518,368 
7,329,904 
$7,875,121 
3,637,914 
$4,237,207
1976
$ 26,849
518,368 
7,231,709 
$7,776,926 
3,226,348 
$4,550,578
Lease amortization is included in depreciation and amortization expense.
Future minimum payments, by year and in the aggregate, under capital leases and noncancelable 
operating leases with initial or renewing terms of one year or more consisted of the following at 
December 31, 1977:
Capital Leases
Total
Land, Buildings 
and
Improvements
Machinery
and
Equipment
Operating
Leases
1978 $1,251,308 $ 40,154 $1,211,154 $306,497
1979 1,145,228 40,154 1,105,074 182,314
1980 757,500 40,154 717,346 110,111
1981 688,512 40,154 648,358 96,974
1982 653,694 40,154 613,540 85,500
1983-1987 1,140,523 76,962 1,063,561 38,710
1988-1992 520,000 — 520,000 13,500
1993-1997 — — — 13,500
Thereafter — — — 21,500
Total minimum lease payments 
Amounts representing interest 
Present value of net 
minimum lease payments
$6,156,765
1,920,835
$4,235,930
$277,732 $5,879,033 $868,606
Rental expense for all operating leases for 1977 and 1976, respectively, was $810,100 and 
$794,441.
THE SHERWIN-WILLIAMS COMPANY 
Notes to Consolidated Financial Statements
Note B—Leases
The Company leases stores, warehouses, office space and equipment. Renewal options are avail­
able on the majority of leases and, under certain conditions, options exist to purchase properties. In 
some instances, store leases require the payment of contingent rentals based on sales in excess of 
specified minimums. Certain properties are subleased with various expiration dates.
During 1977, the Company adopted Financial Accounting Standards Board Statement No. 13. 
Accordingly, certain leases previously accounted for as operating leases have now been recorded as 
capital leases by recording assets and liabilities for leased property, plant and equipment. The adop­
tion of Statement No. 13 did not require restatement of the financial statements for any prior year as 
the effect was not significant.
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At December 31, 1977, property, plant and equipment included property under capital leases for 
$15,780,000 of buildings and $2,005,000 of machinery and equipment and allowance for amortization of 
$6,563,000. Such property is amortized by the straight-line method over the lease term.
Rental expense for all operating leases during 1977 was $31,265,000. Rental expense for all leases 
amounted to $30,256,000 and $29,210,000 for the years ended December 31, 1976 and August 31 , 1976, 
respectively. Contingent rentals and sublease income for all leases were not significant.
Following is a schedule, by year and in the aggregate, of future minimum lease payments under 
capital leases and noncancelable operating leases having initial or remaining terms in excess of one 
year at December 31, 1977:
Thousands of Dollars
Capital Operating
Leases Leases
1978 $ 3,069 $17,034
1979 2,698 12,963
1980 2,544 9,183
1981 2,362 6,322
1982 2,144 4,056
Later years 9,915 11,118
Total minimum lease payments   22,732 $60,676
Amount representing interest (7,728)
Executory costs (3,448)
Present value of net minimum lease payments $11,556
WEST POINT-PEPPERELL INC.
Notes to Financial Statements
Note I: Leases
In order to comply with Statement of Financial Accounting Standards No. 13, Accounting for 
Leases, the accounting for fiscal years ended August 25, 1973 through August 28, 1976 has been 
restated. The effect of restating these prior years was to decrease net income and related net income 
per share by the following amounts:
(000 omitted) Earnings Per Share
Net Income Primary Fully Diluted
1976 $ 49 $.01 $.01
1975 61 .01 .01
1974 60 .01 .01
1973 124 .03 .03
Fiscal year ended August 25 , 1973, the earliest year restated, included $75,000 ($.02/share) applicable 
to prior years.
The Company’s leases consist primarily of sales offices, warehouses, telephone equipment, au­
tomotive equipment, data processing equipment and a 152,000 square foot knitting plant. The sales 
offices, warehouses and knitting plant are considered to be operating leases that expire over the next 
23 years. The telephone equipment, automotive equipment and data processing equipment are gener­
ally considered to be capital leases, the longest of which expires in 1987.
• • • •
The following is an analysis of the leased property under capital leases by major classes:
(000 omitted)
_______ Asset Balances at________
Classes of Property August 27, 1977 August 28, 1976
Telephone equipment............................................ ................... $ 2,886 $ 2,910
Automotive equipment......................................... ................... 8,672 6,700
Data processing equipment .................................. ................... 3,730 4,082
15,288 13,692
Less accumulated amortization ............................................... 6,083 5,439
$ 9,205 $ 8,253
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The following is a schedule by years of future minimum lease payments under capital leases
together with the present value of the net minimum lease payments as of August 27, 1977:
Fiscal Year (000 omitted)
1978 $ 3,022
1979 2,532
1980 2,166
1981 1,806
1982 1,086
Later 2,088
Total minimum lease payments 12,700
Amount representing interest (2,877)
Present value of net minimum lease payments (including
$2,288 classified as current obligations under capital leases) $ 9,823
Balance Sheet
August 27, August 28,
1977 1976*
Assets
•  •  •  •
Property, Plant and Equipment, at Cost (Note C):
L and ............................................................................................ 3,388 3,169
Buildings ..................................................................................... 77,846 74,135
Machinery and equipment......................................................... 265,038 246,750
Leasehold improvements .......................................................... 1,337 1,481
347,611 325,535
Less accumulated depreciation ................................................ 194,791 184,156
152,820 141,379
Leased property under capital leases
net of amortization (Note I) ................................................. 9,205 8,253
Net property, plant and equipment ..................................... 162,025 149,632
• • • •
*Restated—see Note I.
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III
LESSEES’ CAPITAL LEASES—NONRETROACTIVE APPLICATION
For lessee companies that have not as yet retroactively recorded capital leases that became 
effective before January 1, 1977 as assets and obligations, Statement No. 13 requires certain 
information applicable to unrecorded capital leases in effect on December 31, 1976 to be disclosed 
in financial statements for years ending on or after December 31, 1977. The information consists of 
the amounts of the asset and the liability that would have been included in the balance sheet and 
the effect on net income that would have resulted had Statement No. 13 been fully applied to those 
leases in preparing the financial statements. The preceding information is also required to be 
disclosed for comparative balance sheets for December 31, 1976 and thereafter, and for compara­
tive income statements for years beginning after December 31, 1976.
Unrecorded capital leases in effect on December 31, 1976 are required to be treated as 
operating leases for the purpose of applying the disclosure requirements of Statement No. 13. The 
disclosure requirements for operating leases of lessees specified in the Statement therefore apply 
to both operating leases as defined in the Statement and unrecorded capital leases that are in 
effect on December 31, 1976. Those disclosure requirements are discussed in Chapter 4.
A lessee company that had unrecorded capital leases in effect on December 31, 1976 may 
transact new capital leases or revise old leases during 1977. In financial statements for the year 
ended December 31, 1977, that lessee company must follow the requirements of Statement No. 13 
discussed in this chapter with respect to the unrecorded capital leases in effect on December 31, 
1976, and must follow the requirements of the Statement discussed in Chapter 2 with respect to 
the capital leases transacted or revised during the year.
Twenty-nine examples are presented of the nonretroactive application of Statement No. 13 to 
capital leases by lessee companies. The examples are classified according to whether no leases or 
some leases were reported as assets and obligations. The presentation of a lease obligation in 
either the liability section of the balance sheet or a schedule of long-term debt is omitted in the 
examples.
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CENTENNIAL CORPORATION
Notes to Financial Statements
Note 11—Lease Commitments
Rental expense charged to operations in 1977 and 1976 amounted to approximately $1,830,000 and 
$2,199,000, including amounts paid under short-term cancellable leases.
In 1976, the Company sold, and leased back pursuant to 30-year leases, four of its office buildings 
for net gains totaling $2,243,000. These gains have been deferred and are being amortized over the 
terms of the leases. Under Statement of Financial Accounting Standards Board No. 13 issued in 
November, 1976, these sale-leaseback transactions are considered capital leases and will have to be 
capitalized by the year 1981. The Securities and Exchange Commission has called for early application 
of FASB 13 and will require capitalization of these leases in 1978 for reports filed with it. If the leases 
had been capitalized, total assets and total liabilities would have increased by approximately 
$6,300,000 and $6,700,000 at December 31, 1977, and $6,600,000 and $6,700,000 at December 31, 1976, 
respectively, and net income for the year ended December 31, 1977 and 1976 would have been reduced 
by $229,000 ($.03 per share) and $152,000 ($.02 per share), respectively.
The following is a schedule by years of future minimum lease payments under noncapitalized 
finance leases together with the present value of the net minimum lease payments as of December 31, 
1977:
NO LEASES CAPITALIZED
Year Ending December 31:
1978 ...................................................................................................................................  $ 770,000
1979 .................................................................................................................................... 770,000
1980 .................................................................................................................................... 770,000
1981 .................................................................................................................................... 770,000
1982 .................................................................................................................................... 770,000
1983-1987 ........................................................................................................................... 3,975,000
1988-1992 ........................................................................................................................... 4,269,000
1993-1997 ........................................................................................................................... 4,439,000
Later years .......................................................................................................................  7,775,000
Total minimum lease payments ......................................................................................  24,308,000
Less amount representing interest (11.6% implicit interest rate) .............................  17,582,000
Present value of net minimum lease paym ents............................................................. $ 6,726,000
The Company has no significant long-term lease commitments other than those mentioned above.
COLONIAL STORES INCORPORATED
Notes to Financial Statements
(9) Lease Commitments
The Company has entered into various leases for store properties, parking lots, manufacturing 
plants, warehouses and office buildings, and equipment. These leases will expire principally during 
the next twenty years. In the normal course of business, however, it is expected that most will be 
renewed or replaced by leases on other properties.
In November 1976 the Financial Accounting Standards Board issued Statement No. 13, “Ac­
counting for Leases.” The Statement is effective for lease agreements entered into on or after January 
1, 1977, and in 1978 its provisions will be applied retroactively by the Company through restatement 
of its consolidated financial statements. Certain leases in effect at January 1, 1977, which are now 
being accounted for by the operating method, would be classified and accounted for as capital leases 
under the provisions of Statement No. 13. If the Company had accounted for those leases as capital 
leases, assets would be increased by approximately $27,200,000 and $23,800,000 and liabilities would 
be increased by approximately $30,000,000 and $26,200,000 at December 31, 1977 and January 1 , 1977, 
respectively, and net earnings for the year ended December 31, 1977 would be reduced by approxi­
mately $198,000. The Company had no capital lease transactions during 1977.
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Minimum rentals as of December 31, 1977, are as follows:
Years
1978
1979
1980
1981
1982
Later years
Total minimum lease payments
Total
(amounts in thousands) 
$ 13,624 
12,878 
13,036 
11,407 
10,758 
87,326 
$149,029
Minimum rentals have not been reduced by minor sublease rentals due in the future under 
noncancellable subleases. Additionally, minimum rentals do not include contingent rentals that may be 
paid under certain leases. Contingent rentals are usually determined on the basis of a percentage of 
sales in excess of stipulated minimum amounts for store facilities.
Executory costs, which include real estate taxes, insurance, repairs and maintenance, and man­
agement fees, are estimated to aggregate approximately 20% of the rental payments when all such 
costs are paid by the lessor. For some leases, certain of these items are paid separately by the 
Company as lessee and are not included in the minimum lease payment.
Total rental expense for the years ended December 31, 1977 and January 1, 1977 was as follows:
1977 1976
(amounts in thousands)
Minimum rentals, net of minor sublease rentals ..................................  $14,609 13,713
Contingent rentals ..................................................................................... 1,222 1,075
Total rent expense................................................................................. $15,831 14,788
In 1976, the Company classified its lease arrangements as either finance leases or operating 
leases. If finance leases were capitalized, the lease rights amortized on a straight-line basis, and 
interest expense accrued on the basis of the outstanding lease liability, net earnings for 1976 would 
have been reduced by approximately $424,000. Included in this computation were amortization of 
$2,281,000 and interest expense of $3,440,000.
CROMPTON & KNOWLES CORPORATION
Notes to Financial Statements
(10) Leased Assets and Lease Commitments
The Company over the years has entered into real property and equipment leases which have not 
met the criteria for capitalization under Accounting Principles Board Opinion No. 5 and, therefore, 
have been accounted for by the operating method. In November 1976, the Financial Accounting 
Standards Board issued Statement No. 13, “Accounting For Leases.” The statement is effective for 
lease agreements entered into on or after January 1, 1977; however, its provisions will have to be 
applied retroactively in 1978 in order to comply with Securities and Exchange Commission require­
ments.
No lease in effect at December 31, 1977 is classified and accounted for as a “capital lease”; 
however, certain leases in effect at December 31, 1977, which are now being accounted for by the 
operating method would be classified and accounted for as “capital leases” under Statement No. 13. If 
the Company had accounted for those leases as capital leases, assets would have increased by 
$6,157,000 and $6,588,000, and liabilities would have increased by $7,984,000 and $8,317,000 at De­
cember 31, 1977, and December 25, 1976, respectively. Net earnings for the years ended December 
31, 1977, and December 25, 1976, would not have been significantly affected by capitalization of these 
leases.
At December 31, 1977, minimum rental payments due under all non-cancelable leases aggregated 
$12,893,000 payable as follows: 1978—$1,886,000; 1979—$1,695,000; 1980—$1,305,000; 1981— 
$1,117,000; 1982—$857,000; later years—$6,033,000. The minimum rental payments have been re­
duced by minimum sublease rentals aggregating $1,300,000.
Total rental expense for all leases was $3,752,000 in 1977 and $3,130,000 in 1976. These amounts 
are net of sublease rentals of $100,000 in each year.
All leases expire prior to 1996. Real estate taxes, insurance and maintenance expenses are 
generally obligations of the Company and accordingly are not included as part of rental payments. It is
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expected that, in the normal course of business, leases that expire will be renewed or replaced by 
leases on other properties.
Included in the above disclosures are leases covering plant and equipment owned by Company 
pension trusts with current annual rentals of approximately $800,000 and renewal options at substan­
tially lower rentals.
DAIRY QUEEN STORES INC.
Notes to Financial Statements
Note 3: Commitments and Contingent Liabilities 
Commitments:
Substantially all of the Company’s restaurant and commissary facilities, including the land on 
which they are situated, are occupied under various long-term leasing arrangements which extend to 
the year 2002 and which do not create any equity in the properties. Total rent expense was $2,895,626 
(net of sublease revenues of $35,178) in 1977 and $2,742,610 in 1976, including $2,031,597 and 
$1,908,808, respectively, applicable to non-capitalized financing leases. The Company is obligated to 
pay certain operating expenses plus additional rents, as specified under some of the lease arrange­
ments. Additional rents paid during 1977 and 1976 were $35,667 and $26,582, respectively.
The minimum rental commitments under non-cancelable leases (net of total future rentals to be 
received under existing non-cancelable subleases aggregating $1,639,645) may be summarized as 
follows:
Total
Financing Leases 
Only
1978 $ 2,706,098 $ 1,907,283
1979 2,679,842 1,908,195
1980 2,655,032 1,909,880
1981 2,623,177 1,910,959
1982 2,583,142 1,901,672
1983-1987 11,639,527 8,593,580
1988-1992 6,670,128 5,666,474
1993-1997 2,011,608 1,857,450
1998-Thereafter 473,973 473,973
Total $34,042,527 $26,129,466
Certain of the Company’s leases meet the criteria of a “financing lease” as defined by the Se­
curities and Exchange Commission. Present values of the minimum lease commitments of such “financ­
ing leases” were $14,505,359 (net of $819,856 representing the present value of future rentals to be 
received under non-cancelable subleases) at the end of 1977 and $14,099,548 at the end of 1976. 
Present values have been computed by discounting payments at the interest rates implicit in the 
terms of the leases and subleases when originated. The implied interest rates ranged from 6.5% to 
10%, with the weighted average rate 9.2% for 1977 and 8.8% for 1976. Had the Company capitalized 
the property rights represented by its “financing leases,” amortized the rights on a straight-line basis, 
and reflected the interest costs on the pro forma outstanding lease liability, net income would have 
been reduced by approximately $155,000 in 1977 and $153,000 in 1976. The Company has established 
fair values of the land and of the building improvements for each “financing lease” at the date of lease 
origination in order that amortization of the present value of “financing lease rights” can be prorated 
between property rights applicable to land and property rights applicable to building improvements. 
Under such assumptions, the pro forma amounts for 1977 and 1976, respectively, would have been 
$414,536 and $387,213 for amortization of property rights applicable to land, $573,233 and $526,731 for 
amortization of property rights applicable to building improvements, and $1,341,804 and $1,286,337 
for interest expense.
In November of 1976 the Financial Accounting Standards Board adopted Statement No. 13, 
Accounting for Leases. This Statement requires the capitalization of certain property rights rep­
resented by “capital leases” which differ from the property rights represented by “financing leases” 
described above. At the present time, the Company is not required to comply with the guidelines of 
this Statement, except for leases entered into after January 1, 1977. Had the Company applied this 
Statement in 1977 the effect would have been to reduce 1977 and 1976 net income by approximately 
the same amounts as disclosed in the preceding paragraph with regard to “financing leases” and to 
reduce total stockholders’ equity as of September 27, 1977 by approximately $826,000.
• •  •  •
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THE FED-MART CORPORATION
Notes to Financial Statements
(10) Long-Term Leases and Commitments
The Company owns the majority of the real estate used in its store and warehouse operations; 
however, certain stores and other facilities are operated on leased real estate under leases which 
expire at various dates over the next 30 years, and many have renewal options for various periods of 
time. Portions of the leased real estate are sublet under leases expiring at various dates over the next 
30 years.
In November 1976, the Financial Accounting Standards Board issued Statement No. 13 “Ac­
counting for Leases.” The Statement is effective for lease agreements entered into on or after January 
1, 1977, and its provisions will have to be applied retroactively by the Company prior to 1979 by 
restating its financial statements. The Company did not enter into any new “capital” leases sub­
sequent to January 1, 1977 which would require capitalization in the financial statements as of August 
28, 1977. Certain leases in effect at December 31, 1976, which are now being accounted for by the 
operating method would be classified and accounted for as “capital leases” under Statement No. 13.
Total gross rental expense was approximately $3,898,000 in 1977 and $3,156,000 in 1976. The 
gross rents include contingent rentals paid to lessors of certain store facilities determined on the basis 
of a percentage of sales in excess of stipulated amounts. Such contingent rentals aggregated approxi­
mately 12% of rent expense for 1977. Sublease income related to the above properties approximated 
$600,000 for 1977. Most of the Company’s leases provide that the Company pay taxes, maintenance, 
insurance, and certain other operating expenses applicable to the leased premises.
Management expects that in the normal course of business leases that expire will be renewed or 
replaced by other leases.
For the purpose of the following disclosure, a distinction has been made between “financing” lease 
arrangements and other lease arrangements. A “financing” lease is considered to be one which, during 
the noncancellable lease period, either (i) covers 75 percent or more of the economic life of the 
property or (ii) has terms which assure the lessor a full recovery of the fair market value of the 
property at the inception of the lease, plus a reasonable return on his investment. If all the non­
capitalized “finance leases” were capitalized, related lease rights were amortized on the straight-line 
basis and interest cost accrued on the basis of the outstanding lease liability, net earnings for 1977 
would have been reduced by $277,000 and by $226,000 for 1976.
The present value of minimum lease commitments, applicable to noncapitalized “financing” leases 
at August 28, 1977 and August 29, 1976 were as follows:
Interest rates used in Present value
present of lease
value computation commitment
Weighted
average Range (Thousands)
1977 1976 1977 and 1976 1977 1976
Real property 8.7% 8.8% 5-12% $23,530 $21,824
Less present value of rentals to 
be received under subleases 
of real property 8.1% 7.9% 4-18% 1,049 1,154
$22,481 $20,670
• • • •
FIRST BANC GROUP OF OHIO INC.
Notes to Financial Statements
4. Long-Term Leases:
At December 31, 1977, certain bank premises and equipment used by the Company and its 
subsidiaries were leased under long-term leases expiring at various dates to 2005. Certain of these 
leases also contain renewal options. Minimum annual rentals under such leases with remaining non­
cancellable terms of one year or more are as follows:
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Portion Applicable 
to SFAS #13
Period Operating Leases Capital Leases
1978 ...................................................................... $1,271,000 $ 751,000
1979 ...................................................................... 1,067,000 677,000
1980 ..........................................................   871,000 652,000
1981 ...................................................................... 859,000 690,000
1982 ...................................................................... 944,000 788,000
Later y ea rs .........................................................  9,273,000 8,778,000
Rental expense under these and similar leases approximated $1,138,000 in 1977 and $1,592,000 in 
1976. Rental expense under all leases approximated $3,292,000 in 1977 and $3,406,000 in 1976.
In November 1976, the Financial Accounting Standards Board issued Statement No. 13 (SFAS 
#13) which established financial accounting and reporting standards for leases executed after De­
cember 31, 1976. The above schedule identifies that portion of future lease commitments applicable to 
those leases executed prior to December 31, 1976 which are accounted for as operating leases under 
provisions of previous accounting standards but would require capitalization under SFAS #13.
If the provisions of SFAS #13 were applied retroactively to these leases the consolidated balance 
sheets would reflect the following additions at December 31, 1977:
Assets:
Property leased under capital leases .............................................................................  $3,852,000
Liabilities: = = = = =
Obligations under capital leases ..................................................................................... $4,769,000
Had these leases been capitalized net income for 1977 would have been reduced by approximately 
$52,000.
FIRST HAWAIIAN INC.
Notes to Financial Statements
12. Lease Commitments
Future minimum payments by year and in the aggregate under all non-cancelable operating and 
non-capitalized financing leases having initial or remaining terms of one year or more consisted of the 
following at December 31, 1977:
1978 1979 1980 1981 1982 Thereafter Total
Operating Leases 
Premises □ $ 662 $ 652
(in thousands) 
$ 633 $619 $590 $11,291 $14,447
Less sub-lease income □ 24 20 16 16 16 385 477
Net premises □□ 638 632 617 603 574 10,906 13,970
Equipment □ 823 773 190 — — — 1,786
Total operating leases 1,461 1,405 807 603 574 10,906 15,756
Financing Leases 
Premises □ 76 76 76 76 76 1,862 2,242
Equipment □ 143 144 144 24 — — 455
Total financing leases 219 220 220 100 76 1,862 2,697
Total minimum future rentals $1,680 $1,625 $1,027 $703 $650 $12,768 $18,453
These leases extend for varying periods up to 60 years and some of them may be renewed for 
periods ranging from 1 to 50 years. These leases also provide for payments of real property taxes, 
insurance, and maintenance for premises and contingent rentals based on usage for certain equipment.
In most cases, the leases also provide for periodic renegotiation of the rents based upon a 
percentage of the appraised value of the leased property. The renegotiated annual rent is usually not 
less than the annual amount paid in the previous period. Where future commitments are subject to 
appraisals, the minimum annual rental commitments are based on the latest annual rents.
Most of the sub-leases contain renewal options for varying periods and require payment of 
property taxes and insurance.
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The estimated present values of minimum rental commitments of non-capitalized financing leases
as of December 31, 1977 are as follows:
Rates of Interest
(in thousands)
Premises 7% to 15% $ 711
Equipment 12% 381
$1,092
In 1978, the Company will have to restate its financial statements to reflect the accounting for 
leases in accordance with FASB Statement No. 13. This change will result in certain leases being 
capitalized with an increase in the amounts reflected in the Company’s present financial statements as 
follows:
Premises and equipment 
Capital lease obligations 
Net income and net income per share
1977 1976
(in thousands)
$ 933 $1,030
1,252 1,352
Not   Not 
material material
For 1977 and 1976, rent expense included in operating expenses was as follows:
Gross minimum rental expenses 
Financing leases □ 
Operating leases □
Sub-lease rentals 
Net rental expense
1977 1976
(in thousands)
$ 220 $ 220 
1,445 1,464
1,665 1,684
___ 14 ____ 6
$1,651 $1,678
S. M. FLICKINGER CO. INC.
Notes to Financial Statements
G. Lease Commitments:
The Companies lease certain of their warehouse and office facilities and all of the retail store 
properties occupied plus retail store properties sublet to certain affiliated retailers under agreements 
ranging from 1 to 25 years. These leases generally contain optional renewal provisions for one or more 
periods of five years each. In most cases, these leases also require the payment of taxes and insurance 
and maintenance costs. Leases covering retail store properties generally provide for additional rentals 
based on sales. Substantially all of the leases are non-capitalized financing leases as defined by the 
Securities and Exchange Commission.
Net rental expense under these leases was as follows:
Year ended 
July 30, July 31,
1977_______ 1976
(000 omitted)
Rental expense:
Financing leases $7,062 $4,973
Operating leases 1,078 700
Sublease income
Financing leases (4,198) (2,561)
$3,942 $3,112
The above includes contingent rental expense and contingent sublease income of insignificant 
amounts.
23
The aggregate minimum rental commitments at July 30, 1977 under all leases with noncancellable 
terms of more than one year are shown below:
Fiscal
Year
Company
operated
facility
rentals
Rentals of stores 
sublet to affiliated 
retailers
Prime Sublease
Net
Rentals
1978 $ 3,512
(000 omitted)
$ 1,856 $ 1,986 $ 3,382
1979 3,280 1,726 1,846 3,160
1980 2,990 1,617 1,733 2,874
1981 2,682 1,447 1,552 2,577
1982 2,297 1,163 1,251 2,209
1983-87 8,551 3,703 3,963 8,291
1988-92 4,263 1,434 1,432 4,265
1993-97 484 312 225 571
$28,059 $13,258 $13,988 $27,329 
The aggregate present value of all non-capitalized financing leases included above follows:
July 30, July 31, 
1977 1976
(000 omitted)
Company-operated facilities $17,841 $20,156
Stores sublet to affiliated retailers 8,340 8,388
Subleases (8,971) (9,050)
$17,210 $19,494
The interest rates used in computing present values ranged from 2.8% to 9.9% and resulted in a 
weighted average rate of 7.10% in 1977 and 7.14% in 1976.
Statement of Financial Accounting Standards No. 13 became effective for leasing transactions 
commencing on January 1, 1977, and provides that leasing transactions which meet specific criteria 
will be classified as capital leases in the balance sheet. Leases effective prior to January 1, 1977 must 
be applied retroactively during a transition period extending to 1982. The effect of such treatment on 
the balance sheets has not been determined, but it is expected to approximate the present values 
disclosed above. Capitalization of financing leases would have no significant impact on earnings.
Present value data for 1976 were restated to exclude renewal options as contemplated by the 
provisions of Statement No. 13.
A. C. NIELSEN COMPANY
Notes to Financial Statements
Note 9: Commitments
The Company has certain lease arrangements which cover principally the use of data processing 
equipment and rental of office facilities. Certain of these leases contain escalation clauses whereby 
rental payments may increase as a result of future increases in taxes or maintenance costs. Rent 
expense under all leases amounted to $16,088,000 in 1977 and $13,765,000 in 1976.
Statement of Financial Accounting Standards No. 13, Accounting for Leases, is effective in 
determining the accounting treatment for leases entered into after December 31, 1976 and its provi­
sions must be applied retroactively (by 1979 for the Company) to all leases in existence at December 
31, 1976. If the Company had adopted the provisions of Statement No. 13 retroactively, the following 
amounts of property and equipment and debt would have been included on the balance sheets at 
August 31, 1977 and 1976:
1977 1976
Leased property under capital leases, net 
Capitalized lease obligations
$4,474,000 $4,982,000
$4,702,000 $5,051,000
The impact of capital leases on income, including the effect of translation on capitalized lease
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obligations, was not material in fiscal 1977 and would not have been material for fiscal years prior to 
1977 if the Statement had been adopted retroactively.
Minimum rental commitments under leases having initial or remaining noncancelable terms in 
excess of one year at August 31, 1977 are:
Classified under FASB Statement No. 13 as:
Operating Leases Capital Leases Total
1978 $ 4,610,000 $1,762,000 $ 6,372,000
1979 3,766,000 1,453,000 5,219,000
1980 2,962,000 1,945,000 4,907,000
1981 2,485,000 232,000 2,717,000
1982 2,201,000 93,000 2,294,000
Thereafter 9,295,000 — 9,295,000
$25,319,000 5,485,000 $30,804,000
Less: Executory costs and future
interest payments 783,000
Capitalized lease obligations $4,702,000
At August 31, 1977, the Company was committed to future expenditures of approximately 
$4,900,000 for building construction and equipment acquisition.
OVERSEAS SHIPHOLDING GROUP INC.
Notes to Financial Statements
Note K—Leases:
Statement of Financial Accounting Standards No. 13 “Accounting for Leases” prescribes classi­
fication and disclosure of various types of leases for both lessees and lessors.
1) Charters-in:
At December 31, 1977, the approximate minimum commitments under noncancelable charters-in 
for the periods shown below are as follows:
1978
1979
1980
1981
1982
Beyond 1982
Capital Leases 
for five U.S. Flag Tankers 
$ 15,000,000
15,800,000
15,800,000
15,800,000
15,800,000 
277,000,000
$355,200,000
Operating Lease 
for a Foreign Flag Tanker 
$2,600,000
2,600,000
1 ,000,000
$6 ,200,000
The vessel charter rental expenses on all vessels chartered-in amounted to $8,250,000 (1977) and 
$10,000,000 (1976).
As at December 31, 1977, bareboat charters-in had commenced on four vessels. These four 
charters, which were committed for prior to 1977, meet the criteria of a Capital Lease as defined in 
Statement No. 13. In compliance with the provisions of the Statement the following is presented for 
the four charters:
As at December 31,
1977 1976
Leased Property under Capital Leases
less accumulated amortization .......................................................  $119,000,000 $23,000,000
Obligations under Capital Leases:
Current ..................................................................    2,000,000 800,000
Noncurrent .......................................................................................  120,000,000 24,000,000
Net income would have decreased by approximately $600,000 (1977) and $300,000 (1976) by 
capitalizing these leases.
•  •  •  •
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SOUTHEAST BANKING CORPORATION
Notes to Financial Statements
Note 5: Property and Equipment
A summary of consolidated property and equipment is as follows (in thousands):
Land ..........................................
Buildings...................................
Building improvements...........
Construction in progress.........
Furniture and equipment ........
Total ......................................
Less accumulated depreciation 
Property and equipment, net
December 31,
1977 1976
$19,892 $20,267
23,117 25,372
11,455 9,859
864 1,198
28,173 26,844
83,501 83,540
23,249 20,409
$60,252 $63,131
Depreciation expense charged to consolidated operations for 1977 and 1976 is $4,142,000 and 
$4,154,000, respectively. Properties with a net book value of $9,400,000 at December 31, 1977, are 
pledged as collateral for various mortgage notes. See Note 6.
In November 1976, the Financial Accounting Standards Board issued Statement No. 13, “Ac­
counting for Leases,” (“Statement No. 13”) which requires that leases negotiated subsequent to 
December 31, 1976 be capitalized when substantially all benefits and risks of ownership of the leased 
property have been transferred to the lessee. For those leases negotiated prior to January 1, 1977, 
Statement No. 13 requires capitalization on a retroactive basis by December 31, 1980. Certain sub­
sidiaries of Southeast are lessees in several agreements, all of which existed at December 31, 1976, 
that meet the criteria for capitalization as required by Statement No. 13; however, the financial 
statements of Southeast and its subsidiaries do not reflect such capitalization at December 31, 1977 as 
it is presently not required.
The following summarizes the net lease expense for all leases (in thousands):
Total Less Net
Lease Sublease Lease
Expense Income Expense
For the year ended December 31, 1977:
Capitalizable leases............................................ ......... $2,275 $1,185 $1,090
Operating leases ................................................ ......... 7,316 15 7,301
Total ................................................................ ......... $9,591 $1,200 $8,391
For the year ended December 31, 1976:
Capitalizable leases............................................ ......... $1,832 $ 788 $1,044
Operating leases ................................................ ......... 6,224 14 6,210
Total ................................................................ ......... $8,056 $ 802 $7,254
The minimum lease commitments, by period, under all noncancelable leases as of December 31, 
1977, are as follows (in thousands):
1978 .....................
1979 .....................
1980 .....................
1981 .....................
1982 .....................
Thereafter to 2011
Subtotal ..................
Less imputed interest 
Total .......................
Capitalizable
Leases
Operating
Leases
$ 2,276 $ 3,078
2,276 2,884
2,276 2,854
2,276 2,622
2,276 2,352
61,862 26,817
73,242 40,607
51,446
$21,796 $40,607
The total minimum sublease rental to be received in the future under all noncancelable subleases
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amounts to $9,886,000 at December 31, 1977. Substantially all of the sublease rental relates to 
capitalizable leases.
• • • •
If all leases in effect at December 31, 1977, that meet the criteria for classification as capital leases 
under Statement No. 13 had been capitalized, the related assets depreciated on a straight-line basis 
and interest cost accrued on the outstanding liability, the effect on the consolidated statements of 
condition and income would be as follows (in thousands):
December 31, 1977 
December 31, 1976
Leased Property 
Under Capital 
Leases 
$19,937 
$20,547
Obligations 
Under Capital 
Leases 
$21,796 
$21,913
Cumulative Decrease In
Decrease In Net Income
Retained Earnings For the Year Ended 
$926 $243
$683 $208
STA-RITE INDUSTRIES INC.
Notes to Financial Statements
8. Lease Commitments
Certain manufacturing facilities, warehouses and equipment are currently leased under non­
capitalized, long-term agreements. Rental expense was $535,000 in 1977 and $400,000 in 1976. Many of 
the leases contain renewal options and provisions for payments by the Company of real estate taxes, 
insurance and maintenance costs.
The total future minimum rental payments required under the leases is $4,800,000. Rental pay­
ments for the next five years are: 1978—$519,000; 1979—$475,000; 1980—$462,000; 1981—$413,000; 
1982—$391,000.
Under the Statement of Financial Accounting Standards No. 13, certain of the above mentioned 
facilities and equipment leases qualify as capital leases. Since capitalization is not currently required, 
the Company continues to account for these leases as operating leases. If the Company had elected 
early compliance with the statement, the accompanying consolidated financial statements would have 
been restated to include the following:
Assets—
Capitalized leases:
Buildings ..................................
Equipment................................
Less accumulated amortization
Liabilities—
Lease purchase obligations:
Current ............................
Long-term .......................
1977
$1,481,000
457,000
1,938,000
374,000 
$1,564,000
$ 80,000
1,636,000 
$1,716,000
1976
$1,481,000
457,000
1,938,000
250,000
$1,688,000
$ 74,000
1,716,000 
$1,790,000
The future lease payments under the capitalizable leases together with the present value of these 
future payments as of December 31, 1977 are as follows:
Year ending December 31:
1978 ............................ ....................................... $ 231,000
1979 ...................................................................  231,000
1980 .............    231,000
1981 ...................................................................  231,000
1982 ...................................................................  231,000
Later years ..........................................................  2,156,000
Total future lease payments ..................................  3,311,000
Less amount representing interest .......................  1,595,000
Present value of lease payments ........................... $1,716,000
Capitalization of these leases would not have a material effect on net earnings for 1977 and 1976.
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TASTY BAKING COMPANY
Notes to Financial Statements
6. Long-Term Debt:
• • • •
Capital lease payments are due as follows:
1978 ..........................................................................  $ 401,856
1979 ..........................................................................  410,058
1980 ..........................................................................  332,386
1981 ..........................................................................  272,174
1982 ..........................................................................  243,421
1983 and a f te r ..........................................................  3,930,243
Total minimum lease payments .............................  5,590,138
Less: Amounts representing interest ...................  2,408,015
Present value of future
minimum lease payments ...................................  $3,182,123
7. Leases:
• • • •
Operating leases include a lease with the Trustees of the Tasty Baking Company Pension Plan for 
property contributed to the plan on December 1, 1960. The lease provides for a net annual rental of 
$388,000, plus real estate taxes, insurance and maintenance. The lease expires January 2, 1999 and 
may be renewed for two additional five-year periods at the same basic rental. In addition, the 
company has an option to purchase the property at any time at its then fair market value. The lease 
meets the criteria for classification as a capital lease under Statement of Financial Accounting Stan­
dards No. 13. If the lease were capitalized, the cost of property, plant and equipment would be 
increased by $3,301,000 at December 31, 1977 and January 1, 1977, and debt would be increased by 
$3,143,000 and $3,188,000 at December 31, 1977 and January 1, 1977, respectively. Capitalization of 
the lease would not have a material effect on net income in 1977.
• • • •
VOLUME SHOE CORPORATION
Notes to Financial Statements
11. Leased Assets and Lease Commitments
The Company and one of its subsidiaries are lessees under real property leases generally ranging 
from one to 15 years. Many of the leases provide for minimum annual rentals plus real estate taxes, 
maintenance and insurance applicable to the leased premises. Lease contracts usually include provi­
sions for one or two renewal options of five years each at increased rental rates. Certain of the leases 
provide for additional annual rent based on sales in excess of minimums.
The Company presently accounts for leases entered into prior to January 1, 1977 in accordance 
with generally accepted accounting principles established prior to the issuance of F.A.S.B. Statement 
No. 13, “Accounting for Leases.” By 1981, the Company will have to restate its financial statements to 
reflect the accounting for these leases in accordance with the Statement.
The change in accounting principles will result in certain leases being capitalized with an increase 
(decrease) in the amounts reflected in the Company’s financial statements as follows:
Property, plant and equipment—net 
Capital lease obligations:
Current ...........................................
Noncurrent .....................................
Net earnings ......................................
Earnings per share ............................
July 31,
1977 1976
$2,809,670 $3,084,209
350,964 335,999
3,086,438 3,319,628
$ (25,955) $ (36,754)
$(.01) $(.02)
Total rental expense for the years ended July 31, 1977 and 1976 is as follows:
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1977 1976
Capitalizable leases
Minimum rentals ........
Contingent rentals .... 
Operating leases
Minimum ren ta ls........
Contingent rentals .... 
Sublease rental income .. 
Total rental expense
$1,146,482 $1,119,342
36,813 9,710
4,379,784
241,783
(276,377)
$5,528,485
4,117,993
107,780
(259,014)
$5,095,811
Minimum future rentals under capitalizable and operating leases with related sublease rentals 
having initial or remaining terms of one year or more as of July 31, 1977 are as follows:
July 31, 1978 .... 
July 31, 1979 .... 
July 31, 1980 .... 
July 31, 1981 .... 
July 31, 1982 ....
Thereafter .......
Sublease rentals
Capitalizable
leases
Operating
leases
$1,000,414 $4,018,685
971,068 3,694,405
935,598 2,989,436
917,608 2,529,271
878,611 1,963,782
3,147,398 5,808,324
(213,828) (547,848)
SOME LEASES CAPITALIZED
ASSOCIATED HOSTS INC.
Notes to Financial Statements
7. Commitments:
The Company conducts a major portion of its operations in leased facilities. The majority of the 
lease terms are for 30 years and expire in various years to 2007. The terms of the leases provide for 
payment of minimum annual rentals, a percentage of sales in excess of minimum guarantees, and on 
certain leases, real estate taxes and insurance. The leases are accounted for as capital leases and 
noncapitalized financing leases.
Capital leases:
In accordance with the pronouncement of the Financial Accounting Standards Board, “Statement 
of Financial Accounting Standards No. 13—Accounting for Leases,” the Company accounts for its 
leases with effective dates subsequent to December 31, 1976 as capital leases.
The capitalized lease rights and related obligations included in the accompanying consolidated 
financial statements represent the fair value of the buildings leased. The portion of the lease payments 
attributable to land is treated as a separate operating lease.
At September 24, 1977, obligations under these leases were as follows:
Minimum rentals payable 
annually 1978 through 1982 ..................
Aggregate rentals due under lease terms
Less amount representing interest .........
Amount reflected in the balance sheet as 
current and noncurrent obligations 
under capital leases................................
Land Building
(operating) (capital) Total
 
$ 101,000 $ 211,000 $ 312,000
$3,017,000 $6,270,000
(4,515,000)
$9,287,000
$1,755,000
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Noncapitalized Financing Leases:
The following is a tabulation of lease expense for all noncapitalized financing leases:
1977 1976
Fixed minimum rentals ..............  $2,359,000 $2,161,000
Percentage rentals ...................... 819,000 691,000
$3,178,000 $2,852,000
The fixed minimum rental commitments under noncapitalized financing leases are as follows:
1978 ................... .. $ 2,949,000
1979 ...................................... 3,580,000
1980 ................... 3,635,000
1981 ................... 3,607,000
1982 ................... 3,580,000
1983-1987 .............. 17,538,000
1988-1992 .............. 16,973,000
1993-1997 .............. 15,830,000
Thereafter ........... .. 22,908,000 
$90,600,000
The present values of the minimum lease commitments for the noncapitalized financing leases at 
September 24, 1977 and September 25, 1976 are $35,708,000 and $31,482,000, respectively. The 
weighted average interest rate used in the present value computation is 8.6% for 1977 and 8.1% for 
1976 with a range of rates of 5½% to 11¾%.
The following is the pro forma impact on net income as if all noncapitalized financing leases had 
been capitalized:
Amount of fixed minimum rentals .............
Charges to income assuming capitalization: 
Amortization of capitalized lease
assets on a straight-line method .........
Interest on capitalized lease obligations 
Decrease in income before income taxes ...
Income tax effect ........................................
Decrease in net income ..............................
Decrease in net income per common share
1977 1976
$2,359,000 $2,161,000
(981,000) (873,000)
(1,858,000) (1,697,000)
(480,000) (409,000)
221,000 196,000
($ 259,000) ($ 213,000)
($.11) ($.09)
• • • •
Consolidated Balance Sheet
Assets
• • • •
Property and equipment, less accumulated depreciation 
($6,246,000 in 1977 and $6,223,000 in 1976) (Notes 3 and 4) 
Leased property under capital leases, less accumulated
amortization of $16,000 ..........................................................
Notes receivable, less current portion .....................................
September 24, September 25, 
1977 1976*
12,578 10,911
1,741 _
1,076 640
• • • •
*Reclassified to conform with 1977 presentation.
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ATLANTIC BANCORPORATION
Notes to Financial Statements
Note 8—Leases
In November 1976, the Financial Accounting Standards Board issued Statement of Financial 
Accounting Standards No. 13, “Accounting for Leases,” which prescribes new criteria for accounting 
and reporting for leases. Leases entered into subsequent to December 31, 1976 must be accounted for 
in accordance with the new standards and, accordingly, the following balances are included in the 
December 31, 1977 Consolidated and Parent Company Balance Sheets (in thousands):
Consolidated Parent Company
Furniture and equipment .............. $1,516 $1,512
Less allowance for amortization ... (32) (32)
$1,484 $1,480
Capital lease obligations ............... $1,485 $1,483
Lease amortization is included in depreciation expense.
Had the criteria of Statement No. 13 been applied to all leases, the accompanying Balance Sheets
at December 31, 1977 and 1976 would have contained the following leased property and related
liabilities (in thousands):
Consolidated Parent Company
1977 1976 1977 1976
Bank prem ises............................. $1,522 $1,522 $ 27 $ 27
Furniture and equipment .......... 3,885 2,369 3,812 2,299
5,407 3,891 3,839 2,326
Less allowance
for amortization ....................... (856) (188) (749) (156)
$4,551 $3,703 $3,090 $2,170
Capital lease obligations ............. $4,510 $3,645 $2,996 $2,102
The effect on net worth and net income of recording these leases would not be material.
Most of Atlantic’s capital leases relate to data processing equipment. These leases meet the
criteria of capital leases under Statement No. 13 and generally contain options that allow Atlantic to 
purchase the equipment at its fair market value at the expiration of the initial lease term or allow for a 
renewal of the original lease for a period of time to be determined when the lease is renewed.
•  •  •  •
Future minimum payments for capital leases and noncancelable operating leases with initial or
remaining terms of one year or more at December 31, 1977 are as follows (in thousands):
Consolidated Parent Company
Capital Operating Capital Operating
Leases Leases Leases Leases
1978 ............................................... $ 414 $1,255 $ 411 $ 875
1979 ............................................... 412 1,086 411 719
1980 ............................................... 401 747 401 397
1981 ............................................... 371 397 371 72
1982 ............................................... 185 354 185 33
Later y ea rs .................................. 5,598 184
Total minimum payments .......... 1,783 $9,437 1,779 $2,280
Less amounts related
to in terest................................. (298) (296)
Present value of net minimum
lease payments ........................ $1,485 $1,483
•  •  •  •
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CENCOR INC.
Notes to Financial Statements
(4) Long-Term Leases:
The companies rent various buildings, office space and equipment under long-term lease agree­
ments expiring at various dates to 1997. Certain of the leases contain renewal options at existing rates 
or rates subject to negotiation prior to expiration of the initial term. In accordance with Financial 
Accounting Standards Board Statement Number 13, the companies have capitalized all leases entered 
into during 1977 which met the criteria for a capital lease. They have chosen not to retroactively 
restate their financial statements until December 31, 1978, for lease transactions entered into before 
January 1, 1977.
• • • •
Aggregate minimum future rentals payable under the leases at December 31, 1977 are:
Noncapitalized
Financial
Leases
Nonfinancial
Leases
Capitalized
Leases
Operating
Leases Total
1978 $ 1,001,000 $ 540,000 $ 40,000 $ 5,000 $ 1,586,000
1979 927,000 329,000 40,000 5,000 1,301,000
1980 877,000 201,000 40,000 5,000 1,123,000
1981 847,000 144,000 40,000 5,000 1,036,000
1982 839,000 43,000 40,000 5,000 927,000
1983-1987 3,638,000 — 200,000 25,000 3,863,000
1988-1992 2,025,000 — 200,000 20,000 2,245,000
1993-1997 372,000 — 110,000 15,000 497,000
Less amount 
representing 
interest (445,000) (445,000)
$10,526,000 $1,257,000 $265,000 $85,000 $12,133,000
The following summary shows the present value of minimum rentals payable over the remainder 
of the initial lease term for all noncapitalized financing leases and the effect on net income if those 
leases had been capitalized, the related assets amortized on a straight-line basis and interest accrued 
on the discounted lease liability. Interest rates used to determine present values and interest expense 
ranged from 7.32% to 12.00% with a weighted average rate of 9.52% for 1977 and 1976:
Present value of minimum rentals
Effect on net income if capitalized— 
Amortization 
Interest
Less—Minimum rent
Less—Income tax effect 
Net decrease
1977 1976
$5,978,000 $6,310,000
$ 610,000 $ 542,000
587,000 541,000
$1,197,000 $1,083,000
1,039,000 921,000
$ 158,000 $ 162,000
79,000 81,000
$ 79,000 $ 81,000
CHARTER MEDICAL CORPORATION
Notes to Financial Statements
Note F—Leases
The Company leases certain hospital facilities and medical equipment most of which may be 
purchased during the term or at expiration of the leases. Land and building leases expire through 
2025. Equipment leases expire through 1984. The leases generally require the Company to pay all 
maintenance, property taxes and insurance costs.
Capital lease obligations follow:
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6.7% to 15% capital lease obligations through 2001 
Less amounts due within one year
September 30 
1977 1976
$16,022,000 $15,295,000
930,000 727,000
$15,092,000 $14,568,000
The aggregate maturities of capital lease obligations during the five years subsequent to Sep­
tember 30, 1977, follow: 1978—$930,000; 1979—$863,000; 1980—$635,000; 1981—$556,000; and 
1982—$569,000.
Property and equipment includes the following amounts for leases which have been capitalized:
September 30
1977 1976
Land $ 150,000 $ 150,000
Buildings and improvements 12,333,000 12,119,000
Equipment 5,421,000 4,249,000
17,904,000 16,518,000
Less accumulated amortization 2,416,000 1,542,000
$15,488,000 $14,976,000
At September 30, 1977, aggregate future minimum payments under capital leases and non-
cancellable operating leases with initial or remaining terms equal to or exceeding one year consisted of
the following:
Capital Operating
Leases Leases
1978 $ 2,410,000 $ 1,925,000
1979 2,256,000 1,779,000
1980 1,957,000 1,392,000
1981 1,814,000 1,296,000
1982 1,774,000 1,132,000
Subsequent to 1982 24,239,000 7,042,000
Total minimum lease payments 34,450,000 $14,566,000
Debt service reserve requirements (139,000)
Amounts representing interest (18,289,000)
Present value of future minimum lease payments $16,022,000
• • • •
Pursuant to the provisions of Statement No. 13 of the Financial Accounting Standards Board, the 
Company has accounted for leases entered prior to January 1, 1977, in accordance with generally 
accepted accounting principles existing prior to the issuance of the Standard. The effect of the change 
to the lease capitalization requirements of Statement No. 13 is not material to the 1977 consolidated 
financial statements.
If the Company were required to restate its financial statements to reflect current generally 
accepted accounting principles for accounting for lease transactions in accordance with the Standard, 
the effect would result in certain leases being capitalized with an increase (decrease) in amounts 
reflected in the accompanying financial statements as follows:
September 30
1977 1976
Property and equipment—net $5,677,000 $6,312,000
Capital lease obligations
Current 649,000 618,000
Non-current 5,579,000 6,092,000
Decrease in net income (90,000) (82,000)
Decrease in earnings per common share (0.06) (0.05)
In connection with the acquisition of a psychiatric hospital during 1976, the Company entered a 
one year non-financing lease of the facility which was renewed for an additional one year term. The 
lease includes an option to purchase the facility prior to the conclusion of the renewal term (August 
1978) for $1,260,000. The Company intends to exercise the option in 1978.
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GODFREY COMPANY 
Notes to Financial Statements
Note F—Leases:
In conformity with the definitions contained in the recently adopted Statement of Financial 
Accounting Standards No. 13, Accounting for Leases, the Company changed its method of accounting 
for leases. This change in accounting from previous pronouncements did not have a material effect on 
the accompanying financial statements. Under the new pronouncement all noncancellable leases with 
an initial term in excess of one year have been classified as capital or operating leases.
It is the Company’s policy to lease store facilities used in its operations or sublet to affiliated 
retailers under long-term lease contracts as is common in the industry. The stores are located in 
marketing areas considered favorable by management and the long-term lease contracts assure the 
Company continued use of the facilities.
Renewal options are available under most real estate leases for additional periods from five to 
fifteen years. Purchase options are available under certain real estate leases at negotiated prices. 
Most of the leases provide for payment by the lessee of real estate taxes and other expenses and, in 
certain instances, increased amounts based on percentage of sales. Facilities sublet to affiliated 
retailers are generally for one year and contain renewal options.
In addition, the Company leases automobiles and data processing equipment under operating 
leases expiring during the next three years.
In most cases, management expects that in the normal course of business, leases will be renewed 
or replaced by other leases.
Aggregate minimum rental commitments at December 31, 1977 were as follows:
(Dollars in thousands)
Capital Leases
Entered into Entered into
after before
December 25, December 26, Operating
1976 (1) 1976 leases Total
1978 ................................................ .........  $ 104 $ 636 $ 2,445 $ 3,185
1979 ................................................ .........  109 627 2,187 2,923
1980 ................................................ .........  115 612 2,028 2,755
1981................................................ .........  115 598 1,900 2,613
1982 ................................................ .........  115 555 1,764 2,434
After 1982 ..................................... ......... 1,399 5,712 13,003 20,114
Total minimum lease
commitments (2) .......................
Less amount representing
......... 1,957 8,740 $23,327 $34,024
interest (3 ).................................
Present value of minimum
.........  1,015 4,364
rental commitments.................. .........  $ 942 $4,376
(1) Assets and related rental obligations are reflected in the Company’s consolidated balance 
sheet at December 31, 1977. The capitalization of these leases did not have a significant effect on the 
results of operations for the year ended December 31, 1977.
(2) Minimum rental commitments exclude sublease rentals (which are not significant) and contin­
gent rentals.
(3) Amount necessary to reduce net minimum rental commitments to present value calculated at 
the Company’s incremental borrowing rate at the inception of the leases.
If the capital leases entered into before December 26, 1976 were reflected in the Company’s 
consolidated balance sheets at December 31, 1977 and December 25, 1976, the property amounts 
would have increased by $3,793,000 and $4,086,000, respectively and the related liabilities would have 
increased by $4,376,000 and $4,588,000, respectively. The effect of such leases, if they had been 
capitalized, would not have been material to the Company’s results of operations.
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Total rent expense (including taxes, insurance and maintenance where included in rent) relating
to all non-capitalized leases was as follows:
(Dollars in thousands) 
Year ended
December 31, December 25,
1977 1976
(53 weeks) (52 weeks)
Capital leases entered into before 
December 26, 1976:
Minimum ren ta ls .................................................................... $ 638 $ 550
Contingent rentals ................................................................. 40 36
Sublease ren ta ls...................................................................... (173) (171)
505 415
Operating leases:
Minimum rentals .............................. ......................................... 2,531 2,389
Contingent rentals .................................................................... 331 254
Sublease rentals......................................................................... (921) (799)
1,941 1,844
$2,446 $2,259
Consolidated Balance Sheets
(Dollars in thousands)
December 31, December 25,
Assets 1977 1976
•  •  •  •
Property, Plant, Equipment and Livestock, at cost— 
Note C, F and H:
L and ................................................................................................ 1,023 978
Buildings ........................................................................................ 8,611 8,387
Leased property under capital leases.......................................... 948 —
Fixtures and equipment ............................................................... 15,696 15,356
Leasehold improvements .............................................................. 4,732 4,481
Livestock........................................................................................ 643 727
31,653 29,929
Less accumulated depreciation and amortization—Note A ...... 11,575 10,588
20,078 19,341
• • • •
HARDEE’S FOOD SYSTEMS, INC.
Notes to Financial Statements
8. Leases
a The Company is a party to a number of noncancellable lease agreements primarily involving 
restaurant land and buildings. Statement of Financial Accounting Standards No. 13 (Accounting for 
Leases) requires that all new leases entered into after December 31, 1976, meeting certain tests be 
treated as capital leases with the related asset and long-term obligation recorded on the books. 
Accordingly, minimum rentals on new applicable leases entered into after December 31, 1976 have 
been segregated into those relating to land and to buildings. The portion of the minimum rentals 
attributable to buildings has been capitalized and the related asset and obligation recorded using the 
Company’s incremental borrowing rate at the inception of the lease. The assets are amortized on a 
straight-line basis over the lease term and interest expense is accrued on the basis of the oustanding 
lease obligation. The portion of the minimum rentals relating to land is expensed as it accrues. Capital 
leases entered into prior to January 1, 1977 have not been capitalized although retroactive restate­
ment will be required no later than fiscal 1982.
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b Description o f Leasing Arrangements The Company’s leases for restaurant land and build­
ing are noncancellable and expire on various dates through 1999. The leases generally have initial 
terms of 20 to 25 years with renewal options ranging from one five-year period to four five-year 
periods. In addition to minimum annual rentals, certain leases provide for additional rentals based on 
1% to 6% of net sales. The Company is responsible for executory costs. The Company also leases 
transportation equipment.
c Capital Leases The following is a schedule by year of future minimum payments under 
capital leases together with the obligations under capital leases (present value of future minimum 
rentals) as of October 31, 1977:
Year ending 
October 31
Real estate 
leases
Transportation
leases Total
1978 $ 434,000 $133,000 $ 567,000
1979 435,000 133,000 568,000
1980 437,000 133,000 570,000
1981 438,000 64,000 502,000
1982 449,000 — 449,000
1983 and thereafter 3,260,000 — 3,260,000
Total minimum lease payments 5,453,000 463,000 5,916,000
Less amount representing interest 2,314,410 — 2,314,410
Total obligations under 
capital leases 3,138,590 463,000 3,601,590
Less current portion of obligations 
under capital leases 152,715 133,000 285,715
Long term obligations under capital leases 
payable after one year $2,985,875 $330,000 $3,315,875
The interest rates used to compute the total obligations under capital leases range from 9¼% to 
10% with a weighted average of 9.3%. Amortization of leased property under capital leases was 
$219,175 and interest expense on the outstanding obligations under such leases was $175,777 in 1977.
Amounts representing interest are not included in transportation leases as the Company may 
terminate these leases at any time by paying the obligation indicated above.
d Operating Lease Commitments The following is a schedule by years of future minimum 
rental payments required under operating leases including the capital portion of leases entered into 
prior to January 1, 1977 and the obligation that would be recorded if such leases had been capitalized:
Real property Transportation
Periods
Noncapitalized
leases Operating
equipment
Operating Total
1978 $ 4,402,000 $ 3,163,000 $410,000 $ 7,975,000
1979 4,343,000 3,060,000 371,000 7,774,000
1980 4,305,000 3,005,000 360,000 7,670,000
1981 4,286,000 2,890,000 319,000 7,495,000
1982 4,248,000 2,823,000 150,000 7,221,000
1983 and thereafter 43,756,000
65,340,000
26,670,000 84,000 70,510,000
Less amount
representing
interest 31,713,000
Total obligations 
not capitalized $33,627,000
The interest rates used to compute the above pro forma obligations under noncapitalized leases 
range from 6% to 12⅛% with a weighted average of 9.8%.
If the noncapitalized leases had been capitalized as of October 31, 1977, assets would have been 
recorded with an original cost of $36,226,000 and accumulated amortization of $9,644,000 along with 
obligations of $33,627,000. In addition, other liability accounts (principally deferred income taxes) 
would be reduced or asset accounts increased by an aggregate of approximately $3,500,000. If the 
related assets were amortized on a straight-line basis and interest accrued on the related lease 
obligation, net earnings would have been reduced as follows:
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1977
Amortization of lease rights $1,884,000
Interest cost 3,141,000
Minimum rent expense (4,189,000)
836,000
Income taxes 418,000
Pro forma reduction of net earnings $ 418,000
Pro forma reduction in net earnings per share:
Primary $_____ .12
Fully diluted $_____ .10
• • • •
HUTTIG SASH & DOOR COMPANY
Financial Review
Note A—Leases
The company leases a portion of its warehouse buildings and certain of its vehicles and equipment 
under capital and operating leases running from one to thirty years. Certain leases may be renewed 
for periods of from three to twenty-five years and provide for an option to purchase or for reduced 
annual payments of minimal amounts.
In accordance with Financial Accounting Standards Board Statement No. 13—“Accounting for 
Leases” the company has included capital leases entered into subsequent to December 31, 1976 in its 
financial statements as “Capitalized 1977 Leases” and “Capitalized 1977 Lease Obligations.”
Beginning in 1978 all capital leases, regardless of when entered into, will be included in the 
financial statements. If these capital leases had been capitalized in the financial statements in 1977 the 
additional amounts reflected would have been as follows:
December 31,
1977 1976
(in thousands)
Current $ 240 $ 260
Noncurrent 5,750 5,982
Total capitalized $5,990 $6,242
Net income for the years ended December 31, 1977 and 1976 would not have been significantly 
affected if these leases had been capitalized.
Leases for buildings capitalized in 1977 were $1,675,000.
Future minimum payments, by year and in the aggregate, under capitalized 1977 leases, non­
capitalized capital leases and operating leases with initial or remaining terms of one year or more 
consisted of the following at December 31, 1977:
Capitalized
1977
leases
1978 $ 101
1979 162
1980 161
1981 161
1982 161
1983 & beyond 3,941
Total minimum lease payment 4,687
Amounts representing interest 
Present value of net minimum
3,012
lease payment $1,675
Non
capitalized
capital
leases
Operating
leases
Minimum
noncancelable
sublease
rentals Net
(in thousands)
$ 599 $1,101 $ 701 $ 1,100
598 910 483 1,187
593 694 402 1,046
591 536 347 941
584 311 265 791
6,782 845 512 11,056
9,747 $4,397 $2,710 $16,121
3,757
$5,990
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Rental expense was as follows for all leases not capitalized:
1977 1976
(in thousands)
Rentals on non-capitalized capital leases:
Minimum $ 625 $ 661
Sublease income (603) (554)
22 107
Rentals on operating leases:
Minimum 1,387 1,170
Contingent 669 582
Sublease income (69) (68)
1,987 1,684
$2,009 $1,791
Balance Sheet
December 31 December
Assets 1977 1976
• •  •  •
Capitalized 1977 Leases 1,675 —
• • • •
MFY INDUSTRIES INC.
Notes to Financial Statements
7. Leases
The Company and its subsidiaries lease certain real estate for store and pizza restaurant locations 
and other facilities.
The Company presently accounts for leases entered into prior to January 1, 1977 in accordance 
with generally accepted accounting principles established prior to the issuance of FASB Statement 
No. 13, “Accounting for Leases.” By 1978, the Company will have to restate its financial statements to 
reflect the accounting for capitalized leases entered into prior to January 1, 1977 in accordance with 
this statement and other recent accounting pronouncements.
Property, plant and equipment includes the following amounts for the restaurant leases that have 
been capitalized.
1977 1976
Buildings $ 640,000 $ —
Equipment 619,000 77,000
1,259,000 77,000
Less allowance for amortization 54,000 1,000
$1,205,000 $76,000
Future minimum payments, by year and in the aggregate, under the capitalized leases at August
31, 1977 are as follows:
1978 $ 263,000
1979 263,000
1980 263,000
1981 263,000
1982 160,000
Thereafter 1,818,000
Total minimum lease payments 3,030,000
Amounts representing interest 1,846,000
Present value of net minimum lease payments $1,184,000
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Total rent charged to expense at August 31 for all noncapitalized and noncancellable leases is as 
follows:
Financing leases 
Operating leases
1977
$ 602,000
1,167,000 
$1,769,000
1976
$ 434,000
929,000 
$1,363,000
The minimum rental commitments as of August 31, 1977 for all noncapitalized and noncancellable 
leases are as follows:
Type of lease
Financing Operating Total
1978 $ 622,000 $1,050,000 $1,672,000
1979 622,000 1,014,000 1,636,000
1980 622,000 945,000 1,567,000
1981 623,000 815,000 1,438,000
1982 624,000 772,000 1,396,000
1983 through 1987 2,944,000 3,094,000 6,038,000
1988 through 1992 2,582,000 2,306,000 4,888,000
1993 through 1997 1,468,000 1,416,000 2,884,000
Thereafter 601,000 760,000 1,361,000
Substantially all leases included above provide that the Company pay, in addition to the minimum 
rentals, all real estate taxes, maintenance and insurance applicable to the property leased. The 
estimated present value of the Company’s minimum lease commitments relating to noncapitalized 
financing leases at August 31, 1977 and 1976 was $3,693,000 and $3,033,000, respectively. These 
amounts were computed using interest rates ranging from 8.9% to 18.1% (weighted average of 14.1% 
in 1977 and 13.8% in 1976).
If all financing leases had been capitalized, it is estimated that net income for the years 1977 and 
1976 would have been reduced by $64,000 and $51,000 ($.04 and $.03 per share), respectively. This 
computation assumes that the estimated present values were amortized on a straight-line basis over 
the terms of the leases and that interest expense was accrued on the outstanding lease obligations at 
the rates shown above. The amounts included for amortization of leased property and interest expense 
were $192,000 and $534,000, respectively, for 1977 and $144,000 and $387,000, respectively, for 1976.
MOOG INC.
Notes to Financial Statements
(12) Capital Leases and Lease Commitments
The Company and its subsidiaries over the years have entered into leases for real property and 
certain manufacturing, data processing and other equipment, some of which have been capitalized 
under “Accounting Principles Board Opinion No. 5,” while others, not meeting the criteria for capitali­
zation under that Opinion, have been accounted for by the operating method. In November 1976, the 
Financial Accounting Standards Board issued Statement No. 13, “Accounting for Leases.” The 
Statement, which is effective for lease agreements entered into on or after January 1, 1977, has been 
applied by the Company to capital leases entered into during fiscal 1977, and by fiscal 1979 its 
provisions will have to be applied retroactively by the Company by restating its financial statements.
A summary of assets under leases that have been capitalized under “APB Opinion No. 5” or 
accounted for, in 1977, as capital leases under Statement No. 13 and reported in the accompanying 
balance sheets follows:
Buildings and improvements 
Machinery and equipment...
September 30,
1977
$ 750,000
2,359,118
3,109,118 
241,238
$2,867,880
1976
$ 750,000 
261,098 
1,011,098 
86,926 
$ 924,172
Less accumulated amortization ..........
Net leased assets under capital leases
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Amortization of leased property under capital leases amounted to $167,800 in 1977 and $55,064 in 
1976 and is included in depreciation and amortization of plant and equipment. Interest on long-term 
debt includes $128,410 in 1977 and $74,940 in 1976 applicable to obligations under capital leases.
At September 30, 1977, minimum rental payments due under the above capital leases are as 
follows (in thousands):
Fiscal Year Amount
1978 ................................................................................................................................... $ 597
1979 ...................................................................................................................................  578
1980 .......    548
1981 ...................................................................................................................................  542
1982 ...................................................................................................................................  458
1983-2002 ..........................................................................................................................  1,307
Total minimum lease payments .....................................................................................  4,030
Imputed interest (rates ranging from 6.0% to 16.5%).................................................  (1,163)
Present value of net minimum lease payments (note 7) ...............................................  $2,867
For disclosure purposes, the Company and its subsidiaries have classified lease arrangements, 
other than the aforementioned capital leases, as either “financing” or “other” leases. A “financing” 
lease is one which, during the noncancellable lease period, either (i) covers 75 percent or more of the 
economic life of the property or (ii) has terms which assure the lessor a full recovery of the fair market 
value of the property, plus a reasonable return on his investment. Total rental expense follows (in 
thousands):
Financing leases 
Other leases .....
1977 1976
$1,637 $1,803
824 608
$2,461 $2,411
A summary of noncancellable long-term lease commitments at September 30, 1977 follows (in
thousands):
Type of property Type of lease
Year ended Real Manufacturing Financing Other
Sept. 30, property equipment Other leases leases
1978 ........................... ............. $296 $1,093 $373 $1,363 $399
1979 ........................... ............. 250 981 331 1,265 297
1980 ........................... ............. 243 925 294 1,205 257
1981 .......................... ............. 208 831 288 1,110 217
1982 ........................... ............. 120 640 233 899 94
1983-1987 .................. ............. 305 331 23 659 —
1988-1992 .................. ............. 206 — — 206 —
1993-1997 .................. ............. 171 — — 171 —
Thereafter................ ............. 167 — — 167 —
Substantially all leases provide that the Company pay taxes, maintenance, insurance and certain 
other operating expenses. Management expects that in the normal course of business leases that 
expire will be renewed or replaced by other leases.
The present values of noncapitalized “financing” lease commitments at September 30, 1977 and 
1976 are as follows:
Interest rates used in present Present value
_____value computation_______  of lease
Weighted commitments
Asset avg. (%) Range (%) (in thousands)
category 1977 1976 1977 1976 1977 1976
Real property ................................ .........  8.4 8.3 5½-13 5¼-13 $ 667 $ 720
Manufacturing equipment ............ ......... 13.2 13.3 8-17 8-17 3,492 4,216
Other ............................................. ......... 11.2 11.4 7-19 7-19 738 1,032
$4,897 $5,968
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If all of the above “financing” leases were capitalized, the related lease rights amortized on a 
straight-line basis and interest costs accrued on the basis of the oustanding present value of lease 
commitments, net earnings for the years ended September 30, 1977 and 1976 would have been reduced 
by approximately $42,000 and $60,800, respectively. Amortization included in the foregoing computa­
tion of the impact upon net earnings was $1,074,000 and $1,190,100 in 1977 and 1976, respectively; 
interest cost included therein was $673,700 and $774,700 in 1977 and 1976, respectively.
PEOPLES DRUG STORES, INCORPORATED
Notes to Financial Statements
6. Lease Commitments:
The Company leases substantially all of its corporate offices, warehouses, store locations and 
equipment under noncancelable leases. The corporate office and warehouse leases are for initial 
periods of 13 to 15 years and contain provisions for renewal or renewal options. The store leases are 
generally for initial periods of 15 to 25 years and contain provisions for renewal options, minimum rent 
and additional rentals based on percentages of sales. Automobile, trucking and other equipment leases 
are for periods up to 6 years.
Under the provisions of Statement of Financial Accounting Standards No. 13 (SFAS No. 13), 
certain equipment leases entered into subsequent to December 31, 1976 are considered to be capital 
leases and have been included in fixtures and equipment on the accompanying consolidated balance 
sheet. This change in the method of accounting for leases did not have a material effect on the results 
of operations for fiscal 1977. While the Company is still in the process of determining the impact of 
adopting SFAS No. 13 on a retroactive basis, it believes that the effect of such adoption would not be 
material to fiscal 1977 operations.
In accordance with the regulations of the Securities and Exchange Commission, the Company has 
determined that its noncancelable real property leases with an initial term of 15 years or more and 
certain trucking and equipment leases are generally “financing leases” as defined by such regulations. 
The present value of the aggregate minimum lease commitments relating to these leases at September 
24, 1977, and September 25, 1976, are as follows:
Range of Interest 
Rates Used in 
Present Value 
Computation 
4.75%-13.83%
Weighted 
Average 
Interest Rate 
1977 1976
7.8% 7.8%
Present value
_______of Rentals_______
1977 1976
$52,175,000 $52,839,000
If the above financing leases were capitalized, the present value of rentals amortized on a 
straight-line basis and interest expense accrued on the basis of the outstanding lease liability, net 
income would have been reduced by $202,000 in 1977 and $101,000 in 1976 ($258,000 on an unaudited 
pro forma basis in 1976) based on the following factors (the historical amounts related to the leases of 
the Peoples Division have been included only for the period after the June 30, 1976, merger):
Amortization
Interest
Rent Expense
1977
$4,352,000
4,035,000
$8,387,000
$7,999,000
1976
Unaudited 
Pro Forma 
$4,239,000
4,178,000 
$8,417,000 
$7,920,000
Historical
$1,353,000
1,441,000
$2,794,000
$2,600,000
Real property leases with an initial term of less than 15 years are not material.  
Total rent expense for all leased properties and equipment was $15,166,000 in 1977 and $5,180,000 
in 1976 ($13,019,000 on an unaudited pro forma basis), including store percentage rentals of $2,775,000 
and $957,000 ($2,205,000 on an unaudited pro forma basis), respectively. Store percentage rentals 
applicable to leases which are not included in the financing leases discussed above are not material. At 
September 24, 1977, the Company was obligated for the following minimum annual rentals:
$10,154,000 1981 $ 8,463,000 1988-1992 $15,912,000
$ 9,716,000 1982 $ 7,775,000 1993-1997 $ 5,129,000
$ 9,080,000 1983-1987 $30,122,000 1998 and after $ 956,000
1978
1979
1980
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ROPER CORPORATION
Notes to Financial Statements
Note G—Capital and Operating Lease Commitments:
In accordance with Statement 13 issued by the Financial Accounting Standards Board certain 
machinery and equipment leasing arrangements entered into after January 1 , 1977 together with prior 
leases which expire after 1980 are being accounted for as capital leases. Prior to the adoption of the 
Statement of Financial Accounting Standard No. 13, the Company had capitalized lease arrangements 
primarily related to the sale and leaseback of office and manufacturing facilities which were financed 
by, revenue bonds with an average interest rate of 7% maturing through 1997.
Details of capitalized leased property, plant and equipment are as follows:
Balance at
July 31, December 31,
1977 1976
(thousands of dollars)
L and ......................................................... .................. ..........................  $ 527 $ 527
Buildings and improvements ..............................................................  20,054 19,021
Machinery and other equipment .............................. .........................  10,402 9,940
$30,983 $29,488
Less accumulated amortization ..........................................................  6,427 5,050
$24,556 $24,438
Minimum fixed rentals under all capitalized leases, exclusive of taxes, insurance and other ex­
penses, payable directly by the Company under long-term leases (over one year) in effect as of July 31, 
1977 are:
(thousands of dollars)
1978 ...................................................................................................................  $ 3,674
1979 ...................................................................................................................  3,377
1980 ...................................................................................................................  3,641
1981 ...................................................................................................................  3,640
1982 .................................................................................................................... 3,564
After 1983 ........................................................................................................ 27,253
Total minimum fixed rentals .......................................................................... 45,149
Less amount representing interest (1) .........................................................  17,739
Present value of net minimum lease payments (2)...................................  $27,410
(1) The amount necessary to reduce net minimum fixed rentals to present value calculated at the 
Company’s incremental borrowing rate at inception of the leases, except for revenue bonds which 
were discounted at an average interest rate of 7%.
(2) Reflected in the balance sheet as current and non-current obligations under capital leases of 
$1,554,000 and $25,856,000 respectively.
• • • •
The impact from the assumed capitalization of non-capitalized financing leases, entered into prior 
to January 1 , 1977, would be to increase (decrease) property, plant and equipment, long-term debt and 
net earnings, as follows:
July 31, December 31,
1977 1976
Property, plant and equipment at c o s t...........................
Less accumulated amortization .......................................
(thousands of dollars)
.................. $2,007 $4,585
.................. 1,318 2,329
$ 689 $2,256
Current maturities on long-term d e b t............................
Long-term debt, less current maturities ....................... .
.................. $ 308
.................. 210
$ 716 
1,442
$ 518 $2,158
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Seven Months
Ended Year Ended 
July 31, December 31,
1977 1976
Net earnings (loss) ..............................................................................  $ (20) $ (26)
Net earnings (loss) per average share outstanding.........................  $ (.01) $ (.01)
SHONEY’S INC.
Notes to Financial Statements
9. Commitments
The Company has entered into noncancellable lease agreements for certain restaurant land and 
buildings. Substantially all lease agreements may be renewed for periods ranging from five to fifteen 
years and provide for contingent rentals based upon varying percentages (generally 3-6%) of net retail 
sales against which minimum rentals are applied. Buildings under capital leases as defined in Financial 
Accounting Standards Board Statement No. 13 (FASB Statement No. 13), of $372,474 and accumu­
lated amortization of $10,998 at October 30, 1977 relate to the building portion of leases involving land 
and buildings entered into since December 31, 1976.
Minimum rental commitments at October 30, 1977 under capital leases and operating leases
having an initial or remaining non-cancellable term of one year or more are as follows:
Capital Operating Sublease
Leases Leases Amounts Total
1978 $ 44,484 $ 1,737,619 $ 95,832 $ 1,641,787
1979 44,484 1,671,316 95,832 1,575,484
1980 44,484 1,614,533 95,832 1,518,701
1981 44,484 1,569,204 97,032 1,472,172
1982 46,574 1,484,994 68,232 1,416,762
Thereafter 678,152 11,108,858 608,456 10,500,402
Total minimum rentals 
Amounts representing interest 
Present value of net 
minimum rentals
$902,662
(532,478)
$370,184
$19,186,524 ($1,061,216) $18,125,308
Included in the figures for operating leases are certain leases arising prior to January 1, 1977, 
which, although currently considered to be operating leases, will, under the provisions of FASB 
Statement No. 13, be retroactively restated as capital leases by fiscal year 1979. This change in 
accounting principle will result in an increase (decrease) in the amounts reflected in the Company’s 
financial statements as follows:
1977 1976
Buildings under capital leases 
Less accumulated amortization
$4,544,137
1,265,898
$4,628,992
1,070,211
$3,278,239 $3,558,781
Obligations under capital leases: 
Current 
Long-term 
Net income 
Net income per share
$ 187,808 
3,586,273 
(51,609) 
(.01)
$ 174,785 
3,774,081 
(44,318) 
(.01)
Total rental expense for all leases not capitalized amounted to:
1977 1976
Minimum rentals $1,769,986 $1,556,099
Contingent rentals 810,200 812,991
2,580,186 2,369,090
Sublease rentals (95,832) (117,084)
$2,484,354 $2,252,006
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SPRAGUE ELECTRIC COMPANY 
Notes to Financial Statements
Note 12.—Lease Commitments
The Company is committed under leases covering certain plants, offices, machinery and data 
processing equipment. The total rent expense for the years 1977 and 1976 amounted to approximately 
$3,364,000 and $2,800,000, respectively. The leases generally provide that the Company pay for 
utilities, insurance, taxes and maintenance and most contain renewal options.
Financial Accounting Standards Board Statement No. 13, Accounting for Leases, is effective for 
leasing transactions entered into on or after January 1, 1977. The statement requires retroactive 
application to pre-1977 leases in financial statements in the future. Certain leases entered into sub­
sequent to December 31 , 1976 have been capitalized in the accompanying financial statements and are 
not significant.
Capital Leases
Included in the property, plant and equipment are gross assets recorded under capital leases in 
the amount of $6,660,000 in 1977 and $6,152,000 in 1976, less accumulated depreciation of $1,674,000 
and $1,096,000 respectively. These assets are principally buildings and machinery and equipment. 
The future minimum payments related to these capital leases are as follows:
1978 ........................................................................... $ 786,000
1979 ........................................................................... 686,000
1980 ........................................................................... 691,000
1981 ........................................................................... 681,000
1982 ........................................................................... 653,000
Later years ..............................................................  5,304,400
Total minimum lease payments .............................  $8,801,400
Less Amounts representing interest ................. 3,122,561
Present value of minimum lease payments ..........  $5,678,839
The present value of minimum lease payments for capital leases is included in long-term debt.
Operating Leases
Future minimum rental commitments under all significant non-cancellable operating leases are as 
follows:
Capital Leases Operating Leases
Year Real Estate Equipment Real Estate Equipment Total
1978 ............... .. $ 218,000 $ 631,000 $ 836,000 $ 769,000 $ 2,454,000
1979 ............... 184,000 627,000 514,000 555,000 1,880,000
1980 ................ 184,000 615,000 219,000 420,000 1,438,000
1981 ............... 184,000 552,000 189,000 345,000 1,270,000
1982 ................ 184,000 403,000 175,000 353,000 1,115,000
Later years ..., 1,675,000 430,000 235,000 589,000 2,929,000
Total .............. .. $2,629,000 $3,258,000 $2,168,000 $3,031,000 $11,086,000
If the capital leases above, entered into prior to December 31, 1976, which have been accounted 
for in 1977 as operating leases, were capitalized, gross property, plant and equipment would be 
increased by $5,720,000 in 1977 and $5,094,000 in 1976, less accumulated depreciation of $1,503,000 
and $961,000 respectively. The effect on the statement of earnings would be to decrease earnings in 
1977 by $83,000 and by $63,000 in 1976. Additional lease obligations would have been recorded under 
balance sheet debt captions of $4,333,000 in 1977 and $4,170,000 in 1976. The effect on earnings would 
result from decreases in rental expense, increases in amortization and increases in interest expense.
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WALGREEN CO.
Notes to Financial Statements
Leases:
The Company generally operates in leased premises. Original non-cancelable lease terms typi­
cally range from ten to twenty years, and normally have options that permit renewals for additional 
periods. In addition to minimum fixed rentals, a number of leases provide for contingent rentals based 
upon sales. Certain of these leases arising subsequent to December 31, 1976, are considered to be 
capital leases as defined by the Financial Accounting Standards Board in Statement of Financial 
Accounting Standards No. 13 (S.F.A.S. No. 13) and have been capitalized. The charge to income for 
the amortization of capital leases in the amount of $59,744 is included in the depreciation expense 
reported for the fiscal year ended August 31, 1977. This change in the method of accounting for leases 
did not materially affect the results of operations for 1977.
Minimum rental commitments at August 31, 1977, under capital leases, substantially all of which 
are for leased premises, and operating leases having an initial or remaining noncancelable term of 
more than one year are shown below.
Capital Operating
Year Leases Leases Total
(In Thousands)
1978 $ 630 $ 29,820 $ 30,450
1979 611 28,421 29,032
1980 513 25,417 25,930
1981 475 22,174 22,649
1982 490 19,547 20,037
After 1982 5,538 134,080 139,618
Total minimum lease payments $8,257 $259,459 $267,716
Less: Estimated executory costs (2,621)
Less: Amount representing interest (2,601)
Present value of net minimum
capital lease payments $3,035
In arriving at the present value of net minimum capital lease payments, which are reflected on the 
August 31, 1977 balance sheet as current and non-current obligations under capital leases of $237,631 
and $2,797,742, respectively, estimated executory costs (such as taxes, maintenance and insurance) 
and interest costs (calculated at the Company’s incremental borrowing rate at the inception of the 
individual leases) which are included in total minimum capital lease payments have been excluded. 
Total minimum lease payments have not been reduced by minimum sublease rentals of approximately 
$11,000,000 on operating leases due in the future under noncancelable subleases.
Included in the figures for operating leases are certain leases arising prior to January 1, 1977, 
which although currently considered to be operating leases will, under the provisions of S.F.A.S. No. 
13, be retroactively restated as capital leases at a future date. If these leases had been treated as 
capital leases at August 31, 1977 and 1976, leased property under capital leases, net of accumulated 
amortization, would have been greater by approximately $24,800,000 and $23,300,000, respectively, 
while obligations under capital leases would have been greater by $27,600,000 and $25,600,000, re­
spectively, and net earnings would have been decreased by approximately $400,000 and $350,000, 
respectively. Although S.F.A.S. No. 13 does not require retroactive restatement for such leases until 
the fiscal year ended August 31, 1982, the Securities and Exchange Commission has provided in its 
rules and regulations that such restatement must be accomplished no later than the fiscal year ended 
August 31, 1979.
• • • •
There were no additional contingent rentals pertaining to capital leases.
In addition to the aforementioned lease commitments, the Company has a liability for long-term 
leases on premises operated by, or in the process of being subleased to, others. The total minimum
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annual rentals under these leases range from $1,200,000 to $2,400,000 for the years ending 1978-1982, 
and aggregate $10,600,000 thereafter. The minimum annual rentals for these leases have not been 
reduced by minimum sublease rentals of $13,800,000 due the Company in the future under non- 
cancelable subleases.
Consolidated Balance Sheet
August 31, August 31,
Assets 1977 1976
•  •  •  •
Property and Equipment, at cost, less accumulated 
depreciation and amortization......................................................... 92,459 89,773
Leased Properties Under Capital Leases, 
less accumulated amortization .............................................. —
•  •  •  •
WILSON FOODS CORPORATION
Notes to Financial Statements
Note F—Contingencies and Commitments
•  •  •  •
Commitments
Wilson leases certain product distribution centers, equipment and vehicles which are classified as 
capital leases. The leases for the distribution centers are for facilities which were financed by issues of 
Industrial Development Bonds and have provisions under which Wilson may purchase the facilities for 
a nominal sum at the end of the lease term. The leases for the equipment and motor vehicles are for 
terms of 36 to 60 months and the property may be retained and used for a nominal cost after the lease 
term has expired.
Property, plant and equipment includes the following amounts for leases that have been 
capitalized (in thousands):
December 31,
1977 1976
Buildings and leasehold improvements.........................
Machinery, equipment and vehicles ...............................
...................  $1,634
................... 1,606
$1,634
3,240 1,634
Less allowance for depreciation ......................................................... 371 38
$2,869 $1,596
Lease amortization is included in depreciation expense.
Future minimum payments, by year and in the aggregate, under capital leases and non- 
cancellable operating leases with initial or remaining terms of one year or more consisted of the 
following at December 31, 1977 (in thousands):
Capital Operating
Leases Leases
1978 ........................................................................................................ $ 608 $ 7,736
1979 ........................................................................................................ 577 6,639
1980 ........................................................................................................ 515 5,247
1981 ........................................................................................................ 480 4,831
1982 ........................................................................................................ 236 4,815
Future years .........................................................................................  1,883 44,009
4,299 $73,277
Amount representing interest ............................................................ 1,420
Present value of net minimum lease payments ................................ $2,879 •
•  •  •  •
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Wilson currently accounts for all leases entered into prior to January 1, 1977 in accordance with 
generally accepted accounting principles established prior to the issuance of Financial Accounting 
Standards Board Statement No. 13 “Accounting for Leases.” Certain of the lease arrangements would 
qualify the leases as capital leases under the provision of FASB Statement No. 13. The amounts of 
assets and liabilities that would have been reflected on the consolidated balance sheets had these 
leases been classified and accounted for as capital leases at December 31, 1977 are as follows (in 
thousands):
December 31,
1977 1976
Unamortized present value of capital leases..................................... $30,546 $34,122
Unpaid obligations under capital leases............................................  $36,170 $39,582
Had these leases been capitalized the effect would have been immaterial on net loss in 1977 and 
net income in 1976.
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IV
LESSEES’ OPERATING LEASES
Operating leases are not recorded as assets and obligations by lessees under Statement No.
13. Rent on an operating lease is normally required to be charged to expense over the lease term 
as it becomes payable. Deviations from the normal procedure are specified in paragraph 15 of the 
Statement.
Statement No. 13 requires lessee companies with operating leases to disclose a general 
description of the terms of the leases, as well as rental expense for each period for which an 
income statement is presented, with separate amounts for minimum rentals, contingent rentals, 
and sublease rentals. For operating leases having initial or remaining noncancelable lease terms in 
excess of one year, the Statement requires the disclosure of:
•  Future minimum rental payments required as of the date of the latest balance sheet 
presented, in the aggregate and for each of the five succeeding fiscal years.
•  The total of minimum rentals to be received in the future under noncancelable subleases as 
of the date of the latest balance sheet presented.
Twenty-four examples are presented of the treatment of lessees’ operating leases in apparent 
conformity with Statement No. 13.
ALTAMIL CORPORATION
Notes to Financial Statements
Note H—Lease Commitments
The Corporation conducts a portion of its manufacturing, warehouse and branch operations in 
leased facilities. Most of the trucks and automobiles and a nominal amount of machinery and equipment 
are leased. There are contingent rentals on truck mileage in excess of specified minimums. The above 
leases, many of which may be renewed for periods ranging from one to fifteen years, generally pro­
vide that the Corporation pay property taxes and insurance.
•  •  •  •
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Rental expense for all operating leases aggregated $1,028,270 and $997,781 for 1977 and 1976, 
respectively, including contingent rentals of $283,347 for 1977 and $221,612 for 1976.
Future minimum rental commitments as of August 31, 1977, for noncancelable operating leases 
with initial or remaining terms in excess of one year are as follows:
Total
Building
Space Equipment
1978 ........................................... ..............................  $ 560,609 $ 294,867 $265,742
1979 ........................................... ..............................  511,311 259,942 251,369
1980 ........................................... ..............................  299,731 183,508 116,223
1981 ........................................... ..............................  204,707 181,639 23,068
1982 ........................................... ..............................  184,019 177,256 6,763
1983-1987 .................................. ..............................  648,773 648,773 —
1988-1991 .................................. ..............................  36,136 36,136 —
$2,445,286 $1,782,121 $663,165
At August 31, 1977, minimum rental commitments under noncancelable leases having initial 
terms of one year aggregate $61,102, consisting of $45,209 for building space and $15,893 for equip­
ment.
• • • •
AMERICAN BUILDING MAINTENANCE INDUSTRIES 
Notes to Financial Statements
8. Rental Expense and Lease Commitments
The company is obligated under noncancelable leases which are principally for parking lots and 
garages. The leases are accounted for as operating leases and not financing leases as the terms of the 
leases are for less than 75 percent of the economic life of the properties and the leases do not have 
terms which assure the lessor a full recovery of the fair market value of the property at the inception 
of the lease plus a reasonable return on the use of the assets invested.
Leases entered into after December 31, 1976 have been classified as operating leases in accor­
dance with Financial Accounting Standards Board statement number thirteen.
Rental expense for the years ended October 31, 1977 and 1976 is summarized as follows:
1977 1976
Minimum rentals under noncancelable leases ..................................  $3,857,000 $4,068,000
Contingent rentals ............................................................................... 1,015,000 856,000
Short-term rental agreements ........................ ...................................  615,000 535,000
$5,487,000 $5,459,000
The contingent rentals are principally applicable to leases of parking lots and garages and are 
based on percentages of the gross receipts attributable to the related facilities.
Minimum rental commitments under noncancelable leases which expire between 1978 and 1998 
are as follows:
1978 $ 3,628,000
1979 3,439,000
1980 3,099,000
1981 2,787,000
1982 2,553,000
1983-1987 11,815,000
1988-1992 6,932,000
1993-1997 1,568,000
Remainder 40,000
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AVON PRODUCTS INC 
Notes to Financial Statements
Commitments
• • • •
The Company leases office space in New York City for its executive and administrative offices 
and in London, England for its European marketing center under operating leases which expire in 
1997 and 2000 respectively. Other real property in some of the foreign markets is also leased under 
operating leases expiring from 1978 to 2036.
The Company leases automobiles and other equipment under operating leases which expire 
during the next five years.
The minimum annual rental of real property is subject to escalation for increases in taxes, utilities 
and maintenance labor. Personal property rentals are subject to escalation based on usage.
The company’s leases are operating leases in accordance with the provisions of FASB Statement 
of Financial Accounting Standards No. 13.
Long-term operating lease obligations at December 31, 1977 consist of (in thousands):
Period
1978 .............
1979 ............
1980 ............
1981 ............
1982 ............
Beyond 1982
Minimum rental 
for the period 
$ 27,188 
23,660 
21,537 
16,760 
16,030 
214,298 
$319,473
Supplemental Information
(In Thousands)
Depreciation 
Rent ...........
Year ended December 31 
1977 1976
$19,572 $18,763
31,359 29,315
• • • •
AYDIN CORPORATION
Notes to Financial Statements
10. Leases
• • • •
Operating Leases: The minimum annual rental commitments under noncancelable operating 
leases are as follows:
Plant and
Office
Facilities Equipment Total
1978 ............................................. .............................  $ 482,000 $222,000 $ 704,000
1979 ............................................ .............................  456,000 196,000 652,000
1980 ............................................. .............................  438,000 147,000 585,000
1981 ............................................. .............................  381,000 32,000 413,000
1982 ............................................. .............................  320,000 17,000 337,000
Later years ................................ .............................  1,516,000 10,000 1,526,000
$3,593,000 $624,000 $4,217,000
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Lease agreements include customary renewal and purchase or right-of-first refusal options, esca­
lation clauses, etc. A substantial portion of equipment leases are under contract with a company 
owned by the holder of warrants to purchase 75,000 common shares at $2.50 per share.
Total rental expense for the years 1977 and 1976 amounted to approximately $819,000 and 
$828,000, respectively.
BARNES GROUP INC.
Notes to Financial Statements
8. Leases
Rent expense was $1,768,000 for 1977 and $1,612,000 for 1976. Minimum rental commitments 
under non-cancellable operating leases (principally for buildings and equipment) in years 1978 through 
1982 are: $1,090,000, $760,000, $555,000, $530,000, and $520,000. Aggregate minimum rental com­
mitments for the subsequent five year periods ended December 31, are: 1987—$1,744,000; 1992— 
$1,100,000 and 1997—$954,000. One building lease continues after 1997 to 2070 at an average annual 
rental of $100,000. Several leases may be renewed for various periods without significant increase in 
rental payments.
•  •  •  •
BOISE CASCADE CORPORATION 
Notes to Financial Statements
5. Leases
The Company adopted the provisions of Financial Accounting Standards Board Statement No. 
13—Accounting for Leases, effective January 1, 1977. The provisions of this Statement were not 
applied to leases in existence before that date because the retroactive impact on net income and assets 
was not material.
The Company has incurred rental expenses, net of sublease rentals, for operating and month-to- 
month leases, excluding timber leases, amounting to $15,941,000 in 1977 and $15,475,000 in 1976.
The Company has various operating leases with remaining terms of more than one year. These 
leases have minimum lease payment requirements, net of sublease rentals, of $6,866,000 during 1978, 
$4,877,000 in 1979, $4,097,000 in 1980, $3,357,000 in 1981, $2,899,000 in 1982, with total payments 
thereafter of $17,812,000.
Substantially all lease agreements have fixed payment terms based upon the lapse of time. 
Certain lease agreements provide the Company with the option to purchase the leased property at the 
end of the lease term. Additionally, certain lease agreements contain renewal options ranging from 1 
to 45 years with fixed payment terms similar to the original lease agreements.
The Company is contingently liable for annual lease payments on leased properties of businesses 
sold. These payments approximate $4,000,000 per year through 1982, $1,000,000 per year for 1983- 
1987, $800,000 per year for 1988-1992, $600,000 per year for 1993-1997, with total payments thereafter 
of $1,000,000.
BUTLER INTERNATIONAL, INC.
Notes to Financial Statements
Note 11—Commitments and Contingencies
All major airport facilities and certain motor carrier terminals, offices and other facilities are 
leased. The minimum fixed annual rentals payable under such non-cancellable leases for the years 
subsequent to December 31, 1977, exclusive of percentage rentals and determinable operating costs 
under net leases are as follows:
Total Leases 
(In thousands)
1978 $1,307
1979 846
1980 650
1981 554
1982 430
1983-1987 1,257
1988-1992 318
1993-1997 150
Total $5,512
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Substantially all of these leases provide for increases based upon use of utilities and lessors’ 
operating expense. In accordance with Statement 13 of the Financial Accounting Standards Board, 
airport facilities leases have been considered operating leases.
The Company leases a substantial number of fuel trucks from oil companies for use in its aviation 
services business. Such leases generally can be cancelled by the Company on 30 days notice. During 
1977 and 1976, the Company paid approximately $595,000 and $605,000, respectively in connection 
with such fuel truck leases.
Total net rental expense was approximately $3,442,000 and $2,997,000 for the years ending 
December 31, 1977 and 1976, respectively.
• • • •
CAFETERIAS, INC.
Notes to Financial Statements
Note 4—Leases:
The Company conducts a major part of its operations from leased facilities which are leased under 
noncancelable lease agreements. Most of the leases, which expire at various dates through the year 
2062, are classified as operating leases and provide for contingent rentals based on sales in excess of a 
base amount. Approximately 50% of the leases contain renewal options ranging from 5 to 30 years.
• • • •
Future minimum rental payments under noncancelable operating leases as of August 31 , 1977 are 
as follows:
Year ended August 31, Amount
1978  3 7 ..........................................................  $ 577,965
1979 ......    553,014
1980   537,162
198 1 ........................................................................... 441,567
1982 ........................................................................... 394,813
Thereafter.....................................   3,597,388
$6,101,909
Total rent expense for the years ended August 31, 1977 and 1976 was as follows:
1977 1976
Minimum ren ta ls .........................  $ 525,921 $ 523,303
Contingent rentals ...................... 616,655 538,159
$1,142,576 $1,061,462
CHART HOUSE INC.
Notes to Financial Statements
(4) Leases
• • • •
Description of Leasing Arrangements
The Company’s leases for restaurant land and buildings are noncancelable and expire on various 
dates through 2025. Certain of the leases require the payment of an additional amount by which a 
percentage of annual sales exceeds annual minimum rentals. The percentage rental factors generally 
vary from 3% to 7%. The total amounts of such contingent rentals on these noncancelable land and 
building leases were $1,313,000 in 1976, and $1,220,000 in 1975. Approximately 88% of these leases 
contain renewal options ranging from 5 to 70 years. The portion of the leases attributable to buildings 
is classified as capital leases, while that relating to land is treated as operating leases.
In addition, the Company leases or subleases the buildings and/or land of 23 restaurant units to 
others. These leases are noncancelable and expire on various dates through 1993. The total amounts of
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contingent rentals received on these noncancelable land and building leases were $89,000 in 1976, and 
$45,000 in 1975. The portion of the leases attributable to buildings is classified as direct financing 
leases, while that relating to land is treated as operating leases.
In 1976, the Company sold land and buildings at ten restaurant locations for approximately 
$2,924,000 which approximated the Company’s carrying value, and leased them back.
• • • •
Operating Leases
The following is a schedule by years of future minimum rental payments to be made and future 
minimum rental payments to be received under noncancelable operating leases as of December 31, 
1976:
Year Ended 
December 31
Rental Payments 
to be Made
Rental Payments to be 
Received Under 
Subleases Other Total
1977
(In Thousands of Dollars) 
$ 3,864 $ 176 $ 12 $ 188
1978 3,878 176 12 188
1979 3,842 176 12 188
1980 3,699 176 12 188
1981 3,699 176 12 188
Later Years 46,175 1,197 64 1,261
$65,127 $2,077 $124 $2,201
Net rental expense for all operating leases for the years ended December 31, 1976 and 1975 
consisted of the following components:
Rental Expense
Year Ended 
December 31
Rental Payments 
Made
Rental Payments 
Received 
under 
Subleases Net
(In Thousands of Dollars)
1976—
Noncancelable $3,565 $(118) $3,447
Other 2,400 — 2,400
Total $5,965 $(118) $5,847
1975—
Noncancelable $2,869 $ (48) $2,821
Other 1,478 — 1,478
Total $4,347 $ (48) $4,299
Included in other rental payments made are contingent rents of $354,000 in 1976 and $292,000
1975.
CHOCK FULL O’NUTS CORPORATION
Notes to Financial Statements
(8) Commitments and Contingent Liabilities
(a) In addition to owned facilities, the Company operates leased premises under long-term leases 
which, in addition to basic rent, require generally payments of real estate taxes and certain operating 
costs of the properties. Certain of the leases contain clauses for additional rental based on sales. Such 
amounts were immaterial in 1977 and 1976.
As of July 31, 1977, minimum and net minimum annual rental commitments under all leases were 
as follows:
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Year ending 
July 31:
Minimum
Rentals
Sub-
Rentals
Net
Minimum
Rentals
1978 $1,762
000’s omitted 
$586 $1,176
1979 1,569 537 1,032
1980 1,488 436 1,052
1981 1,363 294 1,069
1982 1,098 248 850
1983 through 1987 4,493 819 3,674
1988 through 1992 3,121 346 2,775
1993 through 1997 1,280 141 1,139
Thereafter 1,165 — 1,165
The above tabulation is based on scheduled lease and sub-tenant expirations; however, it is 
anticipated that as the leases expire, they will be renewed.
Rent expense was $1,385,156 in 1977 and $1,366,704 in 1976 (net of sub-rentals of $615,695 and 
$607,582, respectively).
•  •  •  •
CITIZENS AND SOUTHERN CORPORATION
Notes to Financial Statements
Leases
Total rental expense for all operating leases amounted to approximately $1,294,000 in 1977 and 
$1,339,000 in 1976. The approximate future minimum rental commitments as of December 31, 1977, 
for all noncancellable operating leases are as follows (principally for building space and land): 1978— 
$933,000; 1979—$900,000; 1980—$754,000; 1981—$658,000; 1982—$476,000; 1983 and later— 
$4,832,000.
Most leases for building space include options to renew for periods ranging from ten to twenty 
years.
During 1977 the Corporation changed its method of accounting for leases to conform to FASB 
Statement 13, “Accounting for Leases.” The effect of the change had no material effect on the financial 
statements for 1977 or prior years.
FARMLAND INDUSTRIES INC.
Notes to Financial Statements
(8) Contingent Liabilities and Commitments 
(a) Long-Term Leases
The Association and certain of its consolidated subsidiaries lease railroad cars, automobiles, and 
various equipment and real properties under long-term operating leases. Three fertilizer manufactur­
ing facilities, electronic data processing equipment, and a soybean processing facility are leased under 
long-term leveraged leases. These leases have been classified as operating leases as defined by 
Financial Accounting Standards Board Statement No. 13 “Accounting for Leases,” and accordingly, 
all rents are charged to operations as incurred. The leases have various terms ranging from periods in 
excess of one year to twenty-two years. Certain leases are renewable for additional periods. Minimum 
rental commitments payable under the leases are as follows:
Leveraged Railroad Real
Leases Cars Property Other Total
(amounts in thousands)
1978 $ 13,113 $ 6,075 $ 1,578 $ 592 $ 21,358
1979 13,113 5,284 1,554 422 20,373
1980 13,113 4,964 1,360 288 19,725
1981 13,113 4,365 1,169 228 18,875
1982 13,110 2,652 812 220 16,794
1983 and after 169,603 6,585 4,202 661 181,051
$235,165 $29,925 $10,675 $2,411 $278,176
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Rental expense for the Association and its consolidated subsidiaries aggregated $19,477,000 and 
$14,088,000 in the years ended August 31, 1977 and 1976, respectively, of which $8,125,000 in 1977 and 
$2,166,000 in 1976 applied to leveraged leases. Such rentals are net of leased railroad car mileage 
credits of $4,527,000 and $3,613,000 in the respective periods.
• • • •
LOOMIS CORPORATION
Notes to Financial Statements
3) Lease Commitments
The Company conducts some of its operations using facilities classified as operating leases. These 
facilities are primarily shop and office premises and vehicles. The leases have remaining terms ranging 
from eighteen months to nineteen years. Some of the leases for shop and office space contain renewal 
options.
• • • •
The minimum future rental payments required by operating leases that have initial or remaining 
noncancellable lease terms in excess of one year are as follows:
Year Ending
October 31 Amount
1978 ........   $1,223,119
1979 ....................................................................... 878,372
1980 ....................................................................... 551,929
1981 .......................................................................  434,838
1982 .......................................................................  274,191
Later years ..............................................................  2,010,127
Total minimum payments required........................  $5,372,576
Total rent expense under operating leases for the years ended October 31, 1977 and 1976 was 
$1,700,000 and $1,245,000, respectively.
LOWE’S COMPANIES, INC.
Notes to Financial Statements
Note 9—Long-Term Leases:
There were 103 real estate leases with initial or remaining terms in excess of one year at July 31, 
1977. These leases cover 80 store locations, four of which are not yet in operation; two lumber 
distribution yards; one merchandise distribution center; and six office and auxiliary locations. Of these 
89 locations under lease, 22 represent land leases on which the company has erected substantially all of 
the improvements; the remaining 67 locations include both land and lessor improvements. Generally 
the leases will expire during the next 10 years. In the normal course of business, however, the 
majority of the leases will be renewed at expiration by company option, or replaced by other proper­
ties. Purchase options available for leased properties at 14 of the store locations would amount to 
$2,810,650 if exercised under the current provisions of the leases. Six of the primary locations are 
leased from Lowe’s Companies Profit-Sharing Plan and Trust, the employee profit-sharing plan. 
Lowe’s real estate subsidiary owns 99 store locations and five office and auxiliary locations currently 
in operation.
The company has adopted the requirements of Statement of Financial Accounting Standards No. 
13 in accounting for and reporting on its leases, as encouraged by the Financial Accounting Standards 
Board and the Securities and Exchange Commission. In the notes to the financial statements of prior 
years, certain of the existing leases were reported as financing leases as defined by the Securities and 
Exchange Commission regulations. In the current year, these leases are classified as operating leases 
under the provisions of SFAS No. 13, which have been accepted by the Securities and Exchange 
Commission. Two leases, one for a merchandise distribution center and the other for a lumber dis­
tribution yard, are classified as capital leases.
• • • •
The future minimum rental payments required under capital leases and under operating leases 
having initial or remaining noncancelable lease terms in excess of one year are summarized as 
follows:
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Operating Leases
Real
Estate
Equip­
ment
Capital
Leases Total
Year Ending July 31:
1978 ........................................... $1,685,841 $225,258 $ 114,158 $ 2,025,257
1979 ........................................... 1,480,145 129,420 114,158 1,723,723
1980 ........................................... 1,287,434 215,640 1,503,074
1981 ........................................... 980,017 208,535 1,188,552
1982 ........................................... 712,825 210,972 923,797
Later Years ................................. 3,297,246 1,727,803 5,025,049
Total Minimum
Lease Payments ...................... $9,443,508 $354,678 2,591,266 $12,389,452
Less:
Amount Representing Interest . 991,266
Present Value of Minimum Lease Payments 
Under Capital Leases .......................................... . $1,600,000
Gross rental expenses charged to income for the fiscal years ending July 31, 1977 and 1976 are as 
follows:
1977 1976
Real estate ........................................................................................... $1,448,794 $1,176,129
Equipment............................................................................................  723,381 621,513
Totals ............................................................................................  $2,172,175 $1,797,642
MARYLAND NATIONAL CORPORATION
Notes to Financial Statements
Note K—Leases
The Corporation and its subsidiaries lease certain premises and equipment under various lease 
agreements which provide for payment of property taxes, insurance and maintenance costs by the 
Corporation and its subsidiaries. These leases generally include one or more renewal options ranging 
from five to ten years and certain of the leases also provide purchase options. Rental expense for all 
leases amounted to $6,277,000 for 1977 and $5,159,000 for 1976, of which $5,160,000 and $4,122,000, 
respectively, was rental expense for operating leases.
Capital leases include the Bank’s headquarters, operations center and other premises and equip­
ment, leased under non-cancellable leases, expiring in various years through the year 2005. These 
leases have been capitalized and are included in Premises and Equipment. Certain other premises and 
equipment are leased under noncancellable operating leases expiring in various years through the 
year 2061. These leases have terms similar to capital leases, but do not meet any of the capitalization 
criteria of Statement No. 13 of the Financial Accounting Standards Board.
Future minimum rental commitments for capital leases and noncancellable operating leases with 
initial or remaining terms of one year or more consisted of the following at December 31, 1977:
Capital Operating
Leases Leases
(in thousands)
1978 $ 1,204 $ 2,196
1979 1,201 2,025
1980 1,013 1,876
1981 972 1,786
1982 908 1,306
Thereafter 15,233 10,129
Total minimum lease payments 
Amounts representing interest 
Present value of net minimum lease payments
20,531 
11,871 
$ 8,660
$19,318
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During 1977, the Corporation adopted Statement No. 13 of the Financial Accounting Standards 
Board (Accounting for Leases) for all leases. The effect of this adoption on the financial statements 
was not material.
NALCO CHEMICAL COMPANY 
Financial Review
Leases
The Company’s adoption in 1977 of FASB Statement No. 13 resulted in the capitalization of 
rentals associated with leased automobiles. This change had no significant effect on the consolidated 
financial statements and therefore 1976 was not restated.
The Company also has a number of operating leases for office space and equipment. The principal 
lease for office space expires in 1989 and contains two five-year options to renew at rental rates based 
on a price index.
Future minimum payments under noncancelable leases as of December 31, 1977 are as follows:
Amounts in Thousands
Capital Operating
Leases Leases
1978 $1,523 $ 2,451
1979 1,039 1,661
1980 342 993
1981 — 818
1982 — 713
1983 to 1989 — 3,821
Total minimum lease payments 2,904 $10,457
Executory costs and interest (349)
Present value of net minimum lease payments $2,555
Rental expense amounted to $4.9 million in 1977 and $4.5 million in 1976. Contingent rentals were 
insignificant.
PITTSBURGH NATIONAL CORPORATION
Notes to Financial Statements
Leases
Subsidiaries of the corporation lease certain banking facilities and equipment under short- and 
long-term lease agreements expiring at various dates to 2011. Substantially all such leases are ac­
counted for as operating leases as set forth in the Statement of Financial Accounting Standards No. 
13.
Rental expense for premises and equipment amounted to $2,792,000 in 1977 and $2,084,000 in 
1976. At December 31, 1977 long-term leases, principally for banking and related facilities, require 
minimum annual rentals approximating $10,200,000 in the aggregate. Minimum annual rentals for 
each of the years 1978-1982 is approximately $1,500,000, $1,200,000, $1,000,000, $800,000 and 
$600,000, respectively.
ROPER CORPORATION
Notes to Financial Statements
Note G—Capital and Operating Lease Commitments:
• • • •
In addition to capitalized leases, the Company and its subsidiaries are lessees under various 
noncapitalized financing and operating lease arrangements for plant, warehouse, sales office facilities 
and equipment having terms expiring through 1987, excluding optional renewal periods. Certain of 
these leases include renewal or purchase provisions at the Company’s option.
Rental expense under all non-capitalized financing and operating leases and rental commitments, 
exclusive of taxes, insurance and other expenses, payable directly by the Company under long-term 
(over one year) non-cancellable operating leases in effect as of July 31, 1977 are:
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Rental Expense 
(thousands of dollars)
Year ended December 31, 1976 ..........................................................  $2,152
Seven months ended July 31, 1977 ...................................................... $1,251
Rental Commitments
1978 ........................................................................................................ $1,021
1979 .......................................................................................................  390
1980 ........................................................................................................ 199
1981 ........................................................................................................ 148
1982 ........................................................................................................ 121
Later years ...........................................................................................  506
$2,385
RTE CORPORATION
Notes to Financial Statements
Note L—Lease Commitments:
The Company leases equipment, vehicles and real estate under various noncancellable leases with 
an initial term greater than one year. These leases have been classified as operating leases in 
conformity with the definitions in Statement of Financial Accounting Standards No. 13, Accounting 
for Leases. Rent expense charged to operations was as follows:
Year ended December 31, 
1977 1976
$1,160,000 $ 760,000
320,000 250,000
$1,480,000 $1,010,000
Basic rental commitments at December 31, 1977 are as follows: 1978—$770,000; 1979—$460,000; 
1980—$290,000; 1981—$210,000; 1982—$130,000; and 1983-1984—$290,000.
RYDER SYSTEM, INC.
Notes to Financial Statements
(12) Leases
The accounting treatment of the company’s leases conforms with the Statement of Financial 
Accounting Standards No. 13, Accounting for Leases.
• • • •
Minimum rentals 
Contingent usage rentals
(b) Operating Leases as Lessee
The company is obligated, primarily for warehouses, garages, buildings and equipment, under 
operating leases which will expire during the next 26 years. Most of the company’s real estate leases 
provide that the company pay taxes, maintenance, insurance and certain other operating expenses 
applicable to the leased premises, It is anticipated that these leases will be renewed or replaced by 
other leases. Total rental expense for all operating leases except those with terms of a month or less 
was $9.2 million and $7.1 million for 1977 and 1976, respectively.
Minimum future obligations at December 31, 1977 for non-cancellable operating leases having 
terms in excess of one year are as follows (000 omitted):
Period Amount
1978 $ 5,600
1979 4,400
1980 2,800
1981 2,300
1982 1,600
Thereafter 11,400
Total minimum rentals $28,100
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STORAGE TECHNOLOGY CORPORATION
Notes to Financial Statements
Note 11—Lease Commitments
STC had various operating leases in effect at December 30, 1977 for certain buildings, sales 
offices, and machinery and equipment (primarily computer mainframe equipment). The leases expire 
during the next five years.
In the normal course of business, however, it is expected that most will be renewed by leases for 
the same or other similar properties.
Rent expense on all leases was $2,152,000 in 1977, and $1,791,000 in 1976, which included 
$140,000 and $108,000 of contingent rentals, respectively. Contingent rentals are determined on the 
basis of equipment usage.
Minimum rental commitments required under all noncancellable operating leases at December 30, 
1977 expire as follows (in thousands):
Year ending
1978 $1,430
1979 $ 908
1980 $ 368
1981 $ 59
1982 $ 17
During 1977, STC as lessee retroactively adopted Financial Accounting Standard No. 13, Ac­
counting for Leases. The effect of applying this standard to leases executed prior to 1977 was not 
material.
TASTY BAKING COMPANY 
Notes to Financial Statements
7. Leases:
The company has certain operating leases, including plant and distribution facilities, machinery 
and data processing equipment, expiring at various dates. The company expects that in the normal 
course of business, leases that expire will be renewed or replaced by other leases. Rental expense 
relating to these leases was $1,350,000 in 1977 and $1,381,000 in 1976. At December 31, 1977, future 
minimum lease payments under noncancellable operating leases aggregated $10,876,000. Amounts 
payable in the next five years are as follows:
1978 .........................  $851,000
1979 ................................................................  820,000
1980 ................................................................  784,000
1981 ................................................................  766,000
1982 ................................................................  743,000
• • • •
In addition, operating leases include office and warehouse facilities leased from individuals who 
are directors of the company and/or its subsidiary companies. Such leases, including renewal options, 
expire at various dates through 1989 and provide for net annual rentals aggregating $232,000 plus real 
estate taxes and certain operating expenses.
TESORO PETROLEUM CORPORATION
Notes to Financial Statements
Note L—Contingent Liabilities and Commitments
The Company and certain of its subsidiaries have long-term, noncancellable operating leases 
relating to service stations, tanker loading facilities, office space and other facilities.
Future minimum annual rentals for these leases, as of September 30, 1977, are as follows:
1978 $1,686,000 1982 $ 587,000
1979 $1,334,000 1983-1987 $2,294,000
1980 $ 912,000 1988-1992 $1,032,000
1981 $ 755,000
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These leases generally contain multiple renewal options. Leases on service stations provide for 
variable-lease expense depending on volumes of sales, with a stipulated minimum amount. The future 
minimum annual rentals in the above schedule do not include the additional variable-lease expenses 
based on volumes which in 1977 approximated $1,600,000 for capitalized leases and $600,000 for 
noncapitalized leases. Total rental expense was $12,760,000 and $15,507,000 for 1977 and 1976 respec­
tively.
• • • •
TOBIN PACKING CO. INC.
Notes to Financial Statements
Note 5—Leases
The Company leases most of its automotive equipment and some of its machinery and equipment. 
Automobile leases generally do not have renewal or purchase options. Truck and machinery and 
equipment leases usually have renewal options for periods of two to four years. In most cases, 
management expects that in the normal course of business, leases will be renewed or replaced by 
other leases.
• • • •
Future minimum rental payments required under leases treated as operating that have initial or 
remaining noncancelable lease terms in excess of one year as of October 29, 1977 are:
Year ending in:
1978 ........................................................................................................................... $523,000
1979 ........................................................................................................................... 245,000
1980 ........................................................................................................................... 75,000
1981 ..........................................................................................................................  45,000
1982 ........................................................................................................................... 22,000
Later y ea rs ..............................................................................................................  11,000
Total minimum payments required........................................................................... $921,000
Total rental expense for all leases treated as operating amounted to approximately $851,000 and 
$958,000 for the years 1977 and 1976, respectively.
• • • •
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V
LESSORS’ SALES-TYPE AND DIRECT FINANCING LEASES
FASB Statement No. 13 defines sales-type leases with respect to lessors as leases that give 
rise to manufacturer’s or dealer’s profit or loss to the lessor and that meet one or more of the 
criteria specified in paragraph 7 of the Statement and both the criteria specified in paragraph 8. 
The Statement defines direct financing leases with respect to lessors as leases other than lever­
aged leases that do not give rise to manufacturer’s or dealer’s profit or loss to the lessor but meet 
one or more of the criteria specified in paragraph 7 of the Statement and both the criteria specified 
in paragraph 8. Paragraphs 17 and 18 of Statement No. 13 specify the manner in which sales-type 
and direct financing leases are required to be recorded by lessor companies as assets and the 
manner in which income and expenses pertaining to them are to be reported.
Statement No. 13 requires sales-type and direct financing leases (new leases as well as 
revisions of old ones) that became effective on or after January 1, 1977 to be accounted for in the 
manner prescribed by the Statement in the lessor company’s financial statements for the year that 
includes the date the lease became effective. Disclosure of certain information regarding the lease 
has to be made in the lessor company’s financial statements of that year and subsequent years 
provided that leasing, exclusive of leveraged leasing, is a significant part of the lessor’s business 
activities in terms of revenue, net income, or assets. The information required to be disclosed 
consists of:
•  The components of the net investment in sales-type and direct financing leases as of the date 
of each balance sheet presented:
a. Future minimum lease payments to be received, with separate deductions for (i) 
amounts representing executory costs, including any profit thereon, included in the 
minimum lease payments and (ii) the accumulated allowance for uncollectible minimum 
lease payments receivable.
b. The unguaranteed residual values accruing to the benefit of the lessor.
c. Unearned income.
•  Future minimum lease payments to be received for each of the five succeeding fiscal years 
as of the date of the latest balance sheet presented.
•  The amount of unearned income included in income to offset initial direct costs charged 
against income for each period for which an income statement is presented. (For direct 
financing leases only.)
•  Total contingent rentals included in income for each period for which an income statement 
is presented.
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A general description of the terms of direct financing and sales-type leases is also required to be 
disclosed.
Statement No. 13 does not require sales-type and direct financing leases that became effec­
tive before January 1, 1977 to be accounted for according to the provisions of the Statement until 
financial statements are issued for years beginning after December 31, 1980, in which case the 
accounting prescribed in the Statement is to be applied retroactively. Earlier retroactive applica­
tion is encouraged, but regardless of the year in which retroactive application is made the financial 
statements of that year and subsequent years are required to contain the disclosures described in 
the preceding paragraph.
For lessor companies that have not yet retroactively applied Statement No. 13 to sales-type 
and direct financing leases that became effective before January 1, 1977 and are still treating 
those leases as operating leases, the Statement requires certain information applicable to leases of 
that type in effect on December 31, 1976 to be disclosed in financial statements for years ending on 
or after December 31, 1977. The information consists of the amount of the change in net worth and 
the change in net income that would have resulted had Statement No. 13 been fully applied to 
those leases in preparing the financial statements. The preceding information is also required to 
be disclosed for comparative income statements for years beginning after December 31, 1976.
Sales-type and direct financing leases that were in effect on December 31, 1976 and are still 
treated as operating leases for measurement purposes are required to be treated as operating 
leases for the purpose of applying the disclosure requirements of Statement No. 13. The disclo­
sure requirements for operating leases of lessors specified in the Statement therefore apply to 
both operating leases as defined in the Statement and sales-type and direct financing leases in 
effect on December 31, 1976 that are treated as operating leases for measurement purposes. 
Those disclosure requirements are discussed in Chapter 6.
Fourteen examples are presented of the application of Statement No. 13 to sales-type and 
direct financing leases by lessor companies. The examples are classified according to whether 
none or some of the sales-type or direct financing leases were still being treated as operating 
leases and not yet measured in conformity with Statement No. 13. Presentations of items in the 
balance sheet are omitted from the examples if the items are disclosed in the notes.
SOME LEASES STILL TREATED AS OPERATING LEASES
A M F INCORPORATED
Notes to Financial Statements
8. Leases
Sales-Type Leases:
The Company leases bowling equipment generally over periods of 10 to 12 years. During 1977, 
new bowling leases met the criteria of Financial Accounting Standard No. 13, “Accounting for 
Leases,” (“FAS 13”), effective for leases entered into after January 1, 1977, and accordingly, were 
recorded as sales-type leases. As a result of this accounting change, net income for the year was 
increased $2,300,000 ($.12 per common share).
Minimum future lease payments receivable under sales-type leases arising in 1977 totaled 
$20,015,000 at December 31, and are due $1,724,000 per year from 1978 through 1982, and $11,395,000 
thereafter.
The Company presently accounts for leases entered into prior to January 1, 1977 as operating 
leases in accordance with generally accepted accounting principles established prior to the issuance of 
FAS 13. If this new standard were applied retroactively, certain pre-1977 bowling equipment leases 
would be accounted for as sales-type leases and retained earnings as of December 31, 1976 would have 
been increased $23,804,000, while net income for 1977 would have been decreased by $3,232,000 ($.16 
per common share).
•  •  •  •
64
G.C. MURPHY COMPANY
Notes to Financial Statements
4. Long-Term Debt:
At January 26, 1978, long-term debt comprised:
7⅜% Sinking Fund Debentures due 1981-96 ......................................................................... $23,982,000
9% Notes due in installments 1982-91 ....................................................................................  10,000,000
5¼% to 6% Capitalized lease obligation due 1983-98 ...........................................................  4,000,000
9% Note due in installments through 1986 ............................................................................ 4,167,000
8⅜% Mortgage note due in installments through 2001 ......................................................... 3,815,000
7% Capitalized lease obligation due through 2007 ................................................................  538,000
$46,502,000
The various loan agreements contain certain restrictive covenants which, among other things, 
require the maintenance of specified levels of working capital and limit payment of dividends, sale and 
leaseback arrangements, acquisition and disposition of subsidiaries and issuance of additional long­
term debt. At January 26, 1978, income retained in the business in the amount of $16,377,000 was free 
of restrictions.
Property and equipment with an original cost of $7,757,000 is pledged as collateral for the 
capitalized lease obligations and mortgage note.
The aggregate amounts of long-term debt which will become due during the next 5 fiscal years 
are: 1978, $614,000; 1979, $619,000; 1980, $625,000; 1981, $2,112,000; 1982, $3,137,000.
5. Leases
Company retail operations are conducted primarily in leased properties. Initial lease terms nor­
mally range from 15 to 25 years with renewal options generally being available. In most cases, 
management expects that in the normal course of business, leases will be renewed or replaced by 
other leases. Leases are principally gross leases which provide for annual rentals that include execu­
tory expenses such as real estate taxes, insurance, common area and other operating costs which are 
paid by the lessor. The remaining leases are net leases which provide that the Company pay the 
above-mentioned expenses. In addition the Company subleases portions of certain stores and nearby 
facilities to subtenants whose operations are intended to complement its marketing strategy.
During November 1976, the Financial Accounting Standards Board adopted Statement No. 13 
“Accounting for Leases” which established new standards of accounting and financial reporting for 
leases by lessees and lessors. This Statement provides criteria which, if met by the lease provisions, 
require capitalization of the leased property and recognition of the related obligation. Leases not 
meeting such criteria are considered operating leases.
The Company’s subleases which meet established criteria are accounted for and reported as direct 
financing leases.
Current application of the provisions of the Statement is required for all leases entered into after 
December 31, 1976, with retroactive application to all other leases being required by 1978.
Rent expense, including contingent rent based upon sales is as follows:
Minimum ren ta ls ..................
Contingent rentals ..............
Subrental income ................ .
Contingent subrental income 
Net rent expense ..............
January 26, 
1978
$24,502,000
1,133,000
(1,523,000)
(1,631,000) 
$22,481,000
January 27, 
1977
$22,949,000
1,201,000
(1,347,000)
(1,030,000) 
$21,773,000
The following information with respect to capital and direct financing leases reports the effect of 
the accounting for these leases in accordance with the new standards. However, the amounts are not 
included in the financial statements since the Company has decided not to adopt the new standards 
during the current fiscal year.
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Leased properties under capital leases to be included in property and equipment by major cate­
gory are as follows:
January 26, 
1978
January 27, 
1977
Land and buildings.............................................................................
Buildings .............................................................................................
Equipment...........................................................................................
Less accumulated depreciation .........................................................
. $18,884,000
12,978,000 
915,000
32,777,000
16,528,000 
$16,249,000
$19,285,000
13,134,000 
1,266,000
33,685,000
16,055,000 
$17,630,000
Future minimum lease payments for properties leased under long-term leases as of January 26, 
1978 are as follows:
Capital
Leases
Operating
Leases
1979 ............................. ........................................................................
1980 ......................................................................................................
1981 ............................................................................................. ........
1982 ......................................................................................................
Thereafter .............................. ...........................................................
Total minimum lease payments.........................................................
Less amount representing estimated executory costs ...................
Net minimum lease payments ..........................................................
Less amount representing in te rest..................................................
Present value of minimum lease payments ....................................
. $ 3,288,000
3,073,000
2,832,000
2,663,000
2,476,000 
.. 29,365,000 
.. 43,697,000
1,746,000
41,951,000
19,474,000 
.. $22,477,000
$ 24,850,000
23,991,000
23,033,000
22,317,000
21,467,000
266,306,000
381,964,000
50,530,000
331,434,000
167,907,000 
$163,527,000
As of January 27, 1977, the present value of the minimum lease payments on capital leases was 
$23,961,000.
The minimum lease payments shown above have not been reduced by the following rentals to be 
received from noncancelable subleases:
Fiscal Year
Capital
Leases
Operating
Leases
1978 .....................................................................................................
1979 .....................................................................................................
1980 .....................................................................................................
1981 .....................................................................................................
1982 .....................................................................................................
Thereafter ..........................................................................................
Total minimum lease payments to be received .............................
.. $ 356,000
290,000
281,000
279,000
274,000 
1,494,000
.. $2,974,000
$ 2,369,000
2,213,000
2,004,000
1,699,000
1,496,000
7,454,000 
$17,235,000
The net investment in direct financing subleases is as follows:
January 26, 
1978
January 27, 
1977
Total minimum lease payment to be received ...............................
Less amounts representing estimated executory costs ................
Net minimum lease payment receivable ........................................
Less unearned income.......................................................................
Net investment in direct financing subleases ................................
.. $4,187,000 
295,000
3,892,000
2,151,000 
.. $1,741,000
$4,516,000
328,000
4,188,000
2,373,000 
$1,815,000
Had the Company decided to retroactively adopt FASB No. 13 for financial reporting and ac­
counting purposes this year, net income would have been reduced by approximately $14,000.
66
OLYMPIA BREWING COMPANY
Notes to Financial Statements
7. Leasing Activities
ABC Truck Rental and Leasing Company operations are accounted for under the operating 
method. Certain of the long-term leases meet the criteria for classification as direct financing leases 
under the provisions of the Statement of Financial Accounting Standards No. 13. If these leases had 
been accounted for as direct financing leases, earnings retained for use in the business and net income 
would not have been significantly different.
Minimum future rentals from noncancelable leases accounted for as operating leases amount to 
$7,516,000, broken down by years as follows: 1978 $2,327,000; 1979 $2,050,000; 1980 $1,110,000; 1981 
$1,105,000; 1982 $682,000; later years $242,000.
OVERSEAS SHIPHOLDING GROUP INC.
Notes to Financial Statements
Note K—Leases:
Statement of Financial Accounting Standards No. 13 “Accounting for Leases” prescribes classifi­
cation and disclosure of various types of leases for both lessees and lessors.
• • • •
2) Charters-out:
Certain subsidiaries have bareboat chartered-out 5 vessels under contracts entered into before 
1977 which meet the criteria of direct financing leases established by Statement No. 13. Net income 
for the year ended December 31, 1977 would have increased by $300,000 and net worth as at De­
cember 31, 1977 and 1976 would have increased by $400,000 and $100,000, respectively, under the 
provisions of the Statement.
The Company, as the owner of a diversified fleet of vessels, engages in chartering out the vessels 
on time, voyage and, to a limited extent, bareboat charters. The terms and duration of the charters 
vary and minimum future charter revenues estimated to be received on noncancelable operating 
leases arise from each of the three aforementioned types of charters, but principally from time 
charters. Revenues from vessels on time charter are dependent upon the Company’s ability to deliver 
and operate vessels in accordance with charter terms. The Company does not receive any revenues 
from a time charterer when a vessel is off-hire, including time required for normal annual maintenance 
of the vessel.
The following is a schedule by years of minimum future charter revenues to be received sub­
sequent to December 31, 1977 on noncancelable leases:
Subsidiaries 
Direct Financing
Leases Operating Leases
50%-Owned 
Companies 
Operating Leases
1978 $ 11,000,000 $161,000,000 $ 38,000,000
1979 11,000,000 130,000,000 39,000,000
1980 11,000,000 66,000,000 34,000,000
1981 11,000,000 29,000,000 28,000,000
1982 11,000,000 27,000,000 22,000,000
Later years 45,000,000 36,000,000 123,000,000
Total minimum future 
charter revenue $100,000,000 $449,000,000 $284,000,000
The foregoing amounts do not include revenues which will be derived from noncancelable charters 
entered into subsequent to December 31, 1977 and do not purport to be an estimate of aggregate 
voyage revenues for any of the years.
In arriving at the minimum future charter revenues, an estimated time off-hire to perform annual 
maintenance on each vessel has been deducted, although there is no assurance that such estimate will 
be reflective of the actual off-hire in the future.
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NO LEASES STILL TREATED AS OPERATING LEASES
MACHINERY INVESTMENT CORPORATION SUBSIDIARY OF 
AMERICAN HOIST & DERRICK COMPANY 
Notes to Financial Statements
7. Leases:
The companies lease various equipment generally manufactured by and purchased from the 
Parent Company. At November 30 , 1977, the companies had approximately 45 leases of which 34 were 
accounted for as operating leases and 11 as direct financing leases. The equipment is generally leased 
for periods ranging from a few months to seven years with all executory costs paid by the lessee. 
The following presents the net investment in direct financing leases at November 30:
1977 1976
Total minimum lease payments to be received ...............................  $2,344,000 $1,498,000
Less unearned income.........................................................................  447,694 170,201
Net investment..................................................................................... $1,896,306 $1,327,799
The following is a schedule of minimum future rentals to be received under direct financing and 
operating leases in effect at November 30, 1977, for the periods ending November 30:
Direct finance Operating
leases leases
1978 .......................................................................................................  $ 646,000 $439,000
1979 ........................................................................................................ 532,000
1980 ........................................................................................................ 447,000
1981 ........................................................................................................ 288,000
1982 ........................................................................................................ 219,000
1983 ........................................................................................................ 137,000
1984 ........................................................................................................ 75,000 _______
T ota l........................................................................................   $2,344,000 $439,000
DCL INCORPORATED
Notes to Financial Statements
1. Summary of Significant Accounting Policies:
Leasing Arrangements
The Company primarily leases IBM System/360 equipment domestically, under leases accounted 
for substantially under the operating method, which recognizes rental income ratably over the life of 
the lease. The foreign subsidiary primarily leases locally manufactured computer equipment abroad, 
under leases accounted for substantially under the direct financing method, which provides for recog­
nition of income (the excess of the aggregate future rentals and estimate additional amounts recovera­
ble upon expiration of the lease over the related equipment cost) over the life of the lease on the 
interest method. Retroactive application of Statement No. 13 (“Accounting for Leases”) of the Finan­
cial Accounting Standards Board would not have a significant effect on net income. (See Note 2.)
• • • •
2. Operating Lease Receivables and Net Investment in Direct Financing Leases:
• • • •
Net Investment in Direct Financing Leases
Following are the components of the net investment in direct financing leases:
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Minimum lease payments receivable 
Estimated residual value ................
Less unearned income..............................
Net investment in direct financing leases
December 31
1977
$24,635,000
3,241,000
27,876,000
5,878,000 
$21,998,000
1976
$22,163,000
4,324,000
26,487,000
5,910,000 
$20,577,000
The Company reviews estimated residual values of its foreign equipment on a periodic basis. If 
the review results in a lower estimate, and the decline is determined to be other than temporary, a 
reserve is provided and recognized as an expense in the current period.
At December 31, 1977, minimum lease payments on direct financing leases for each of the five 
succeeding years are $7,883,000 in 1978, $6,476,000 in 1979, $5,152,000 in 1980, $3,235,000 in 1981, and 
$1,639,000 in 1982.
FIRST NATIONAL BOSTON CORPORATION
Notes to Financial Statements
D. Direct Lease Financing and Equipment on Lease:
Direct lease financing and equipment on lease consists of:
Investment in VLCC tanker leases:
Rentals receivable (net of long-term debt and interest to 
maturity on long-term debt of $238,261,000 in 1977 and 
$250,481,000 in 1976)
Less: Unearned income
Direct financing leases:
Minimum lease payments receivable (net of long-term 
debt of $17,289,000 in 1977 and $24,683,000 in 1976) 
Less: Unearned income
Equipment on lease
Less: Accumulated depreciation
December 31 
1977 1976
(000 Omitted)
$ 61,839 $ 62,389
(32,689) (32,395)
29,150 29,994
183,265 140,316
(39,670) (32,010)
143,595 108,306
29,071 39,363
(28,926) (35,199)
145 4,164
$172,890 $142,464
Long-term debt under the VLCC tanker leasing program is nonrecourse as to the Corporation 
and is comprised of United States Government Guaranteed Ship Financing Bonds issued by the tanker 
leasing subsidiaries of the Corporation. Such debt is secured by liens on the vessels and by lease 
payments receivable.
Long-term debt related to other leasing activities represents nonrecourse lease debt secured by 
liens on the equipment under lease and assignment of the related lease payments receivable.
Equipment on lease represents computer equipment on operating leases. Depreciation expense 
amounted to $1,565,000 in 1977 and $5,101,000 in 1976.
The Corporation’s VLCC tanker leasing program involves three vessels leased by subsidiaries 
under long-term charters to a lessee which has arranged five-year sub-charters, expiring in 
November, 1980 and June, 1981, for two of the vessels and a one-year sub-charter, expiring in April, 
1978, for the third vessel. Uncertainties relating to the lessee’s ability to meet its obligations caused 
the Corporation, acting through another subsidiary, to exercise rights to elect all of the directors and 
officers of the lessee. As a result of these uncertainties income on the VLCC tanker leasing program 
has been deferred since August, 1976.
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RENTAL AND LEASING SUBSIDIARIES OF 
HOUSEHOLD FINANCE CORPORATION
Notes to Financial Statements
3. In 1977, the Company applied the principles of Statement of Financial Accounting Standards 
No. 13. Certain leases are now classified as direct financing leases, whereas in prior years all leases 
were classified as operating leases. Application of this new method during 1977 has reduced reported 
revenues and depreciation expense by approximately $16,000,000 and resulted in an insignificant 
increase in net income, including the cumulative effect for prior years. It is impracticable to determine 
the effect of this change in accounting method on the financial statements for 1976.
Investment in direct financing leases is reported net of estimated executory costs and related 
profit thereon which are insignificant. The amount of unearned income, which was included in 1977 
income to offset initial direct costs, was insignificant.
At December 31, 1977 and 1976, revenue-earning assets consisted of rental vehicles of 
$179,523,000 and $130,386,000, respectively, and lease vehicles of $57,428,000 and $97,374,000, re­
spectively.
At December 31, 1977, future minimum payments to be received under noncancelable leases, 
classified by year of maturity, were as follows (thousands of dollars):
Direct
Financing Operating
Leases Leases
1978 $36,945 $17,027
1979 25,624 12,724
1980 2,045 9,616
1981 1,570 6,785
1982 836 3,785
Thereafter 231 1,233
Total $67,251 $51,170
These amounts do not include contingent payments which may be received under vehicle leases on 
the basis of mileage in excess of stipulated minimums. During 1977, such contingent payments 
amounted to $10,293,000. Revenues from rental vehicles for the same period were $154,603,000.
Balance Sheets
December 31 
1977 1976
All amounts are stated in 
thousands of dollars.
Assets
Cash—Note 4 $ 1,714 $ 4,903
Trade Receivables—less allowance for doubtful accounts, 
1977—$3,369; 1976—$2,935 23,226 20,083
Other Assets and Prepaid Expenses 4,918 3,240
Investment in Direct Financing Leases—less unearned income, 
$7,534—Notes 3, 4, and 11
Revenue-Earning Assets—less accumulated depreciation, 
1977—$33,270; 1976—$43,487—Notes 3, 4, and 11.
59,717
203,681 184,273
• • • •
LOEW'S THEATRES, INC.
Notes to Financial Statements
1. Summary of Significant Accounting Policies
• • • •
Accounting changes—Accounting for leases—Prior to the year ended December 31, 1977, lease 
agreements were accounted for and disclosures were made in accordance with then existing generally 
accepted accounting principles. As of December 31, 1977 the Company adopted Statement No. 13,
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“Accounting for Leases” of the Financial Accounting Standards Board (FASB), issued in November 
1976, requiring retroactive application with restatement of prior periods.
As a result of this change, certain lease values have been capitalized, certain assets have been 
considered disposed of and, where appropriate, related liabilities recorded.
• • • •
10. Leases
Effective January 1, 1977, the Company changed its method of accounting for leases as stated in 
Note 1. This change resulted in a decrease in net income of $150,000 in 1977, and a restatement of prior 
year’s income that resulted in an increase of $2,186,000 in previously reported 1976 net income.
The Company conducts a significant part of its theatre operations from leased facilities. Hotels in 
many instances are constructed on leased land or are leased. Other leases include central office 
facilities, computer equipment, automobiles and operating service offices.
Theatre leases are generally for terms of 20 to 25 years, containing renewal options for 5 to 10 
year periods, and include rental escalation clauses based on revenue and increased expenses.
Hotel leases vary from 20 to 99 years duration and other leases range from month to month to 3 
years (for equipment) to 20 years (for office space.) It is expected that in the normal course of 
business, leases which expire will be renewed or replaced by leases on other properties; therefore, it is 
believed that future minimum annual rental commitments will not be less than the amount of rental 
expense incurred in 1977.
• • • •
In addition, the Company has entered into long term lease agreements involving certain of its 
hotel and theatre properties. These leases will expire over the next 22 and 13 years, respectively. The 
Company classifies them as sales-type leases.
The following is a schedule of the components of the net investment in sales-type leases:
December 31,
1977 1976
Total minimum lease payments to be received ...............................  $42,511,000 $70,643,000
Less amounts representing estimated executory 
costs included in total minimum lease payments 303,000 343,000
Net minimum lease payments receivable .......................................... 42,208,000 70,300,000
Estimated residual value of leased property
(unguaranteed) ................................................................................. 561,000 561,000
Less unearned income.........................................................................  (21,090,000) (34,029,000)
Net investment in sales-type leases..................................................  $21,679,000 $36,832,000
The minimum lease payments set forth above do not include contingent rentals which may be 
received (in addition to the minimum rent) on certain leases, based on revenues and increased ex­
penses as defined. Such amounts were immaterial in 1977 and 1976. At December 31, 1977, the 
minimum lease payment for each of the five succeeding fiscal years is $1,962,000.
PAY LESS DRUG STORES 
Notes to Financial Statements
Note 12—Leases:
The Company conducts its business through 58 stores in California (43 following the sale to 
Sav-On), 10 stores in Hawaii and two stores in Nevada. The Company leases all but one of its stores 
for periods of 20 to 30 years of which the majority expire by 2003. In addition, the Company leases its 
corporate office and certain fixtures and equipment which are used in its operations.
Most of the store leases and the corporate office lease provide that the Company can renew its 
lease at the then fair rental value for periods of 15 to 30 years. Certain leases also provide that 
minimum rental payments are adjusted proportionately for increases in the Consumer Price Index. 
Portions of the stores are subleased by the Company to various tenants under leases generally 
expiring prior to 2003. In most cases, management expects that most leases will be renewed or 
replaced in the normal course of business.
• • • •
In addition, certain of the properties which the Company subleases to others are classified as 
direct financing leases as defined by FAS 13. Accordingly, the aggregate minimum lease payments to 
be received from the sublessee (less the related unearned income) have been recorded and are shown 
as “Net investment in financing leases” in the consolidated balance sheet. The unearned income from
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the subleases is recognized as earned under the “interest method” over the life of the lease.
As a result of this change in accounting, previous years’ financial statements have been restated. 
The effect of this restatement was to decrease consolidated retained earnings as of December 31, 1975 
and December 31, 1976 by $2,595,000 and $3,075,000, respectively. The effect of adopting FAS 13 on 
the Company’s results of operations for the fiscal year ended January 28, 1978 and the year ended 
December 31, 1976 were as follows (in thousands):
Year ended
January 28, December 31,
1978 1976
Reduce rental expense $6,307 $5,782
Reduce sublease rental income (488) (488)
Increase amortization of capitalized leased property (2,586) (2,379)
Increase interest expense (4,663) (4,325)
Earned income on financing subleases 393 404
Gain from early termination of leases (See note 3) 1,300
263 (1,006)
Less applicable income taxes (137) 526
Increase (decrease) in earnings $ 126 $ (480)
Earnings per share $ .06 $ (.21)
•  •  •  •
The following schedule lists the components of the net investment in financing leases as of (in 
thousands):
January 28, December 31,
1978 1976
Total minimum lease payments to be received $6,693 $7,222
Less—unearned income (3,388) (3,813)
$3,305 $3,409
Minimum lease payments do not include contingent rentals which may be received on the basis of 
either increases in the consumer price index or on the basis of a percentage of sales in excess of 
stipulated amounts. Contingent rental received amounted to $267,000 in 1977 and $197,000 in 1976.
Future minimum lease payments under capital and operating leases as of January 28 , 1978, are as 
follows (in thousands):
Capital Operating
Fiscal year ending January: Leases Leases
1979 $ 5,014 $ 905
1980 4,890 862
1981 4,731 862
1982 4,569 806
1983 4,464 680
1984-1988 22,146 3,400
1989-1993 19,143 2,905
1994-1998 11,601 1,774
Subsequent years 3,401 563
Total minimum lease payments 79,959 $12,757
Less amount representing interest (40,309)
Present value of minimum payments $39,650
In the schedule above, minimum lease payments on capital leases have not been reduced by 
minimum sublease payments of $3,793,000 due in the future under non-cancelable subleases. In 
addition, the schedule above excludes all capital and operating lease commitments assumed by Sav-On 
in connection with its purchase of assets of the Company’s stores in Southern California. The Company 
is contingently liable for such commitments, the present value of which amounted to $10,500,000 at 
January 28, 1978.
•  •  •  •
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F in a n cia l R eview
The effects on earnings of FAS 13 and costs associated with the Southern Division transaction are 
shown in the following tables (in thousands except per share data):
Fiscal Year Ended 
January 28, 1978
Calendar Year 1976
Before After Before After
Income Income Per Income Income Per
Taxes Taxes Share Taxes Taxes Share
Earnings from operations $1,856 $1,227 $.56 $8,897 $4,524 $2.00
Gain on sale of purchase option 500 330 .15
1,856 1,227 .56 9,397 4,854 2.15
Accrual of relocation, severance,
disposal and other costs 
associated with sale/closure of
Southern Division stores 
FAS 13 gain on early extinguishment
(1,400) (870) (.40)
of obligations under capital leases 
relating to Southern Division 1,300 620 .28
FAS 13 net rent, amortization
and interest adjustment for 
property under capital leases (1,037) (494) (.22) (1,006) (480) (.21)
Earnings $ 719 $ 483 $.22 $8,391 $4,374 $1.94
Quarter Ended Quarter Ended
January 28, 1978 December 31, 1976
Before After Before After
Income Income Per Income Income Per
Taxes Taxes Share Taxes Taxes Share
Earnings from operations $1,117 $804 $.37 $4,282 $2,216 $ .98
Gain on sale of purchase option 500 330 .15
1,117 804 .37 4,782 2,546 1.13
Accrual of relocation, severance,
disposal and other costs 
associated with sale/closure of 
Southern Division stores (1,400) (870) (.40)
FAS 13 gain on early extinguishment
of obligations under capital leases 
relating to Southern Division 1,300 620 .28
FAS 13 net rent, amortization
and interest adjustment for 
property under capital leases (259) (123) (.05) (258) (123) (.05)
Earnings $ 758 $431 $.20 $4,524 $2,423 $1.08
Consolidated Balance Sheet
Assets
Current Assets:
January 28, December 31, 
1978 (Note 2) 1976*
(In thousands)
Net investment in financing leases (Note 12) 108 104
Other Assets:
Net investment in financing leases (Note 12) 3,197 3,305
*Restated
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LEASING AND FINANCING SUBSIDIARIES OF 
PULLMAN INCORPORATED
Notes to Financial Statements
4. Lease Information
Leasing operations consist principally of the leasing of railroad freight cars and highway truck 
trailers, nearly all of which are produced by Pullman. Substantially all of the railroad car leases are 
classified as operating leases and are generally for terms of 5 to 15 years. The truck trailer leases are 
for terms of 5 to 8 years and the major portion are classified as sales-type leases.
At December 31 equipment under operating leases consists of:
1977 1976
(Thousands of dollars)
Railroad cars $325,856 $311,148
Highway truck trailers 10,026 8,740
335,882 319,888
Less accumulated depreciation (85,214) (70,665)
Leased equipment—net $250,668 $249,223
Rentals under noncancelable operating leases subsequent to December 31, 1977 total 
$167,180,000 and during the next five years are as follows (thousands of dollars):
1978 $44,630 1981 $20,632
1979 35,831 1982 12,006
1980 27,493
At December 31 the net investment in sales-type leases with unrelated parties entered into by 
Pullman and acquired by leasing and financing subsidiaries consists of:
1977 1976
(Thousands of dollars)
Lease payments receivable $73,620 $62,831
Estimated residual value 8,047 5,737
Less: Unearned finance charges (36,931) (32,677)
Unamortized discount from Pullman (1,607) (744)
Net investment in leases with unrelated parties $43,129 $35,147
At December 31, 1977 the maturity schedule for the next five years of lease payments receivable 
for sales-type leases with unrelated parties is (thousands of dollars):
1978 $8,337 1981 $6,600
1979 7,719 1982 5,905
1980 7,100
At December 31 the net investment in direct financing leases with Pullman relating to equipment 
purchased from and leased back to Pullman consists of:
1977 1976
(Thousands of dollars)
Lease payments receivable $ 29,048 $17,075
Estimated residual value 4,685 2,005
Less unearned finance charges (11,687) (5,528)
Net investment in leases with Pullman $22,046 $13,552
At December 31, 1977 the maturity schedule for the next five years of lease payments receivable 
for financing leases with Pullman is (thousands of dollars):
74
1978 $4,939 1981 $4,038
1979 4,677 1982 3,515
1980 4,386
Combined Balance Sheet
December 31
1977 1976
(Thousands of dollars)
(As restated)
Assets
Leased equipment—n e t ................................................. ....................  $250,668 $249,223
Installment contracts receivable—net .........................
Net investment in leases:
....................  155,401 134,096
With unrelated parties ............................................... ....................  43,129 35,147
With Pullman .............................................................. 13,552
• •  •  •
TRANS UNION CORPORATION
Notes to Financial Statements
Lease and Charter Data
Rail cars and vessels out on leases or charters which are classified as direct financing leases are 
stated at cost less accumulated depreciation; such investment is recoverable from future lease or 
charter payments and estimated residual values. Details of these assets classified on the accompany­
ing consolidated balance sheet under ocean vessel fleet and rail car lease fleet are approximately as 
follows:
December 31,
1977 1976
(Dollars in thousands)
Cost—
Ocean Vessels $ 46,773 $ 46,773
Rail Cars 35,219 37,110
Less—accumulated depreciation (7,687) (5,775)
$ 74,305 $ 78,108
Recoverable from—
Future lease or charter rentals $161,869 $177,517
Less—unearned income (94,661) (106,547)
$ 67,208 $ 70,970
Estimated residual values 7,097 7,138
$ 74,305 $ 78,108
Rail cars are leased directly to several hundred manufacturers and other shippers under leases 
covering from one to several thousand cars, normally for periods ranging from one month to fifteen 
years. The standard term of the leases covering new cars is five or more years and the leases generally 
contain provisions for renewal for additional terms of varying length beyond the initial period. Under 
the terms of most leases the Company agrees to provide a full range of services including car repair 
and maintenance and payments of property taxes.
The Company’s Overseas Transportation activities include the chartering of vessels to others 
under one of three basic types of charter. First is the bareboat charter which requires the user to 
operate and maintain the ship while paying the Company a fixed monthly fee. The time charter is a 
similar arrangement, but it requires the Company to man, operate, and maintain the vessel for the 
period of the contract. Cost escalation clauses are common in this latter type of arrangement. The 
third type is the voyage charter, whereby the Company mans, maintains and operates the ship 
between predetermined ports on a rate per ton of cargo or a fixed fee per voyage.
Minimum future rentals receivable on rail car leases and vessel charters at December 31 , 1977 are 
due as follows:
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Direct
Financing Operating Total
1978 $ 11,146
(Dollars in thousands) 
$146,455 $157,601
1979 11,008 116,068 127,076
1980 10,656 85,068 95,724
1981 10,491 66,318 76,809
1982 10,401 51,650 62,051
1983 and after 108,167 184,480 292,647
Total $161,869 $650,039 $811,908
UNITED BANKS OF COLORADO, INC.
Notes to Financial Statements
Note 1 Summary of Significant Accounting Policies
• • • •
Leasing:
Several subsidiary banks and United Denver Leasing Co., a wholly-owned subsidiary of United 
Bank of Denver, are active as lessors in leasing to customers under direct financing and operating 
leases. Direct financing leases are carried at the amount of the minimum lease payments receivable 
less unearned income, estimated unguaranteed residual value and allowance for lease losses. Income is 
recognized by amortizing the unearned income using a method which provides a level rate of return 
over the period of the lease. Property owned under operating leases, included in Other Assets, is 
carried at cost less accumulated depreciation. Rental income is recognized when earned on an accrual 
basis.
Certain leases allow the lessee to purchase the leased property for fair market value at the end of 
the lease term.
• • • •
Note 5 Leasing
The Company’s net investment in direct lease financing (net of non-recourse debt payments of 
$5,141,000 and $5,744,000 respectively) consisted of the following at December 31, 1977 and 1976:
(In Thousands)
Minimum Lease Payments Receivable .........................
Estimated Unguaranteed Residual Values...................
Unearned Income.............................................................
Allowance for Lease Losses ...........................................
Total Net Investment in Direct Financing Leases
1977 1976
$31,130 $19,846
4,221 3,262
(8,772) (6,575)
(162) (95)
$26,417 $16,438
Future minimum lease payments receivable under direct financing leases and noncancellable 
operating leases consisted of the following at December 31, 1977:
Direct
Financing Operating
(In Thousands) Leases Leases
1978 .............................. ....................................................................... $ 4,483 $ 488
1979 ........................................................................................................ 4,419 245
1980 ........................................................................................................ 4,494 156
1981 .......................................................................................................  2,736 90
1982 .......................................................................................................  2,317 15
Thereafter ..............................  12,681 76
Total Minimum Lease Payments Receivable ............................ $31,130 $1,070
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UNITED STATES LEASING INTERNATIONAL INC.
Notes to Financial Statements
1. Summary of Significant Accounting Policies
• • • •
Basis of accounting—direct finance leases—Lease contracts under which total noncancelable 
rentals exceed the cost of leased equipment plus anticipated financing costs are accounted for as direct 
finance leases. At the time a direct finance lease transaction is closed, the Company records on its 
balance sheet the gross lease receivable, estimated residual valuation of the leased equipment, and 
unearned lease income. The unearned lease income represents the excess of the gross lease receivable 
plus the estimated residual valuation over the cost of the equipment leased. A portion of the unearned 
lease income equal to the initial direct costs incurred in consummating the lease ($4,298 or 5% in 1977 
and $3,737 or 5% in 1976—see Note 2) plus an amount equal to the provision for losses is recognized as 
revenue at the time the lease is closed. Commencing with the second month of the lease the remainder 
of the unearned lease income is recorded as revenue so as to reflect an approximate constant periodic 
rate of return on the net investment in the lease.
• • • •
Basis of accounting—lease financing—Revenue from lease financing consists of lease placement 
fees received at the closing of lease financing transactions and additional fees based on the estimated 
proceeds to be received from disposition of the leased equipment at lease termination. The lease 
placement fees received by the Company are recognized as revenue at the closing of the lease financ­
ing transactions. The fees based on the estimated proceeds from the disposition of equipment at lease 
termination (residual valuation) are recorded as revenue at their discounted value on the closing of the 
lease financing transactions, and the excess of the fees over their discounted value is recognized as 
revenue on the compound interest method over the lives of the related leases. A provision for losses on 
such residual valuation is recorded as the related revenue is recognized.
• • • •
2. Change in Method of Accounting
In November 1977 the Financial Accounting Standards Board (FASB) issued Statement No. 17 
on “Accounting for Leases—Initial Direct Costs.” Under the provisions of this Statement, the defini­
tion of initial direct costs was changed to include only those costs directly associated with negotiating 
and consummating completed leasing transactions. Prior period financial statements have been re­
stated to reflect this change. The effect on revenues, income before taxes on income, and net income 
was not material for 1977 or 1976 (see Note 14).
5. Investment in Finance Leases
Direct finance lease receivables are due in instalments as follows:
. . . .  December 31 . . .  . 
1977 1976
Due in subsequent years:
First ...................................................................................................  $212,536 $171,412
Second ...............................................................................................  146,634 123,026
Third .................................................................................................. 82,537 72,466
Fourth ...............................................................................................  40,766 35,569
Fifth ................................................................................................... 12,750 11,881
Thereafter ......................................................................................... 7,297 8,251
T ota l...............................................................................................  $502,520 $422,605
The residual valuation represents (a) the estimated amount to be received at lease termination 
from the disposition of equipment leased under direct finance leases (1977, $39,574; 1976, $33,799) and 
(b) the discounted value of the estimated fees to be received at lease termination under the lease 
financing program from the proceeds on disposition of equipment which is owned by third-party 
investors (1977, $10,999; 1976, $11,350).
Certain receivables and residuals of the Company’s automotive fleet leasing subsidiaries and 
Canadian subsidiary (1977, $244,839; 1976, $179,107) are assigned as collateral to notes payable.
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C on so lida ted  B alance Sheets
Assets
• • • •
Investment in finance leases:
Receivables in instalments....................................... .
Residual valuation—net ...........................................
Allowance for doubtful accounts .............................
Unearned lease income ............................................
Unearned tax credits ................................................
Net investment in finance leases.........................
December 31,
(in thousands 
except share amounts)
1977 1976
502,520 422,605
50,573 45,149
(11,887) (10,547)
(93,191) (82,018)
(5,355) (5,074)
442,660 370,115
•  •  •  •
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VI
LESSORS’ OPERATING LEASES
Lessor companies are required under Statement No. 13 with respect to operating leases to 
include the leased property with or near property, plant, and equipment on the balance sheet. The 
property is required to be depreciated following the lessor’s normal depreciation policy. Rent is 
normally required to be reported as income over the lease term as it becomes receivable according 
to the provisions of the lease, but deviations from the normal procedure are specified in paragraph 
19 of the Statement.
Statement No. 13 requires lessor companies to disclose a general description of the terms of 
operating leases as well as the following information about them:
•  The cost and carrying amount, if different, of property on lease or held for leasing by major 
classes of property according to nature or function, and the amount of accumulated depre­
ciation in total as of the date of the lastest balance sheet presented.
•  Minimum future rentals on noncancelable leases as of the date of the latest balance sheet 
presented, in the aggregate and for each of the five succeeding fiscal years.
•  Total contingent rentals included in income for each period for which an income statement 
is presented.
Four examples are presented of the treatment of lessors’ operating leases in apparent confor­
mity with Statement No. 13. Presentations of items in the balance sheet are omitted from the 
examples if the items are disclosed in the notes.
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DCL INCORPORATED
Notes to Financial Statements
1. Summary of Significant Accounting Policies:
•  •  •  •
Leasing Arrangements
The Company primarily leases IBM System/360 equipment domestically, under leases accounted 
for substantially under the operating method, which recognizes rental income ratably over the life of 
the lease. The foreign subsidiary primarily leases locally manufactured computer equipment abroad, 
under leases accounted for substantially under the direct financing method, which provides for recog­
nition of income (the excess of the aggregate future rentals and estimate additional amounts recovera­
ble upon expiration of the lease over the related equipment cost) over the life of the lease on the 
interest method. Retroactive application of Statement No. 13 (“Accounting for Leases”) of the Finan­
cial Accounting Standards Board would not have a significant effect on net income. (See Note 2.)
Depreciation
Depreciation of IBM System/360 revenue equipment had been provided annually (through 1976) 
at an amount equal to each year's revenues less expenses, adjusted for any significant changes in total 
projected future revenues and total projected future expenses through 1978 (the assumed expiration 
of the projected revenue and expense stream). When revenue equipment was sold or retired, the costs 
and accumulated depreciation were eliminated from the accounts. The difference between the net 
book amount of IBM System/360 equipment disposed of and the sale or salvage amount had been 
reflected as an increase or decrease in depreciation expense.
Effective January 1, 1977, the Company adopted a method of depreciation for IBM System/360 
equipment which will depreciate the net book value of the December 31 , 1976 portfolio and subsequent 
additions over the equipments’ estimated remaining economic life. (See Note 3.) Such method provides 
for annual depreciation, without allowance for salvage value, computed on a straight-line basis over 
asset lives ranging from two to five years, or over the life of the lease, whichever is longer. The net 
proceeds from the disposal of any equipment at the end of its assigned life is recognized at that time as 
a gain on sale of equipment.
IBM System/370 equipment is depreciated on a straight-line basis over estimated remaining 
economic lives (ending 9 years to 12 years from the date IBM first released the model), or over the life 
of the lease, if longer, to an estimated salvage value of 5% to 10%.
•  •  •  •
2. Operating Lease Receivables and Net Investment in Direct Financing Leases:
Operating Lease Receivables
Most of the Company’s operating leases provide for early termination at the option of the lessee 
with adjustment of rentals through date of termination. At December 31, 1977, the noncancellable 
portion of operating lease rentals aggregates $11,170,000 (including $8,921,000 applicable to IBM 
System/360 equipment) and are due in each of the five succeeding years as follows:
Year Ended December 31,
1978 ................................................................................................  $ 6,538,000
1979 ................................................................................................  3,244,000
1980 .......    1,093,000
1981 ................................................................................................. 259,000
1982 ................................................................................................  36,000
$11,170,000 •
•  •  •  •
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3. Revenue Equipment:
As of December 31, revenue equipment, at cost, consists of:
IBM System/360 equipment ... 
IBM System/370 equipment ... 
Other ........................................
Less accumulated depreciation
1977
$136,078,000
5,156,000
261,000
141,495,000
132.086.000 
$ 9,409,000
1976
$144,588,000
6,630,000
773,000
151,991,000
140,063,000 
$ 11,928,000
Accumulated depreciation related to IBM System/360 equipment is $128,553,000 and 
$135,334,000, at December 31, 1977 and 1976, respectively.
During 1972, the Company’s IBM System/360 portfolio was adversely affected by a number of 
economic factors. At that time, the Company engaged independent consultants to study the future 
remarketability of its portfolio of IBM System/360 computer equipment. The study included projec­
tions of revenue, expenses and cash flow and was based on various subjective assumptions, including 
future turnover rates, levels of equipment off-lease, rental rates and equipment sales.
As a result of the aforementioned study and subsequent reviews and updating of the assumptions 
and projections relating to the 1972 study, the Company reduced the carrying value of its revenue 
equipment by an aggregate of $47,800,000 in 1972 through 1974. Based upon the forecasts of revenues 
and expenses, the Company anticipated no profit or loss from its IBM System/360 portfolio through its 
estimated remaining useful life. Accordingly, during 1972, the Company changed its depreciation 
policy to a method which provided for annual depreciation at an amount equal to each year’s revenues 
less expenses before depreciation through 1978 (the expiration of the projected revenue and expense 
stream).
No reduction in the carrying value was recorded in 1975 and 1976, since in 1975 no significant 
difference in revenues less expenses occurred from the projection developed at the end of 1974 and, for 
the year 1976, results were more favorable than contemplated by the 1974 projection.
As a result of changes in the market for System/360 computer rentals and other factors, indica­
tions were that future IBM System/360 revenues will exceed expenses, including depreciation. Ac­
cordingly, effective January 1, 1977, the Company adopted a depreciation policy which depreciates on 
a straight-line basis the net book value of the System/360 equipment at December 31, 1976 over their 
estimated remaining economic lives ranging from two to five years, or over the life of the lease, 
whichever is longer.
The effect of the change increased income before extraordinary credit for the year ended De­
cember 31, 1977 by $2,389,000 ($.70 per primary share and $.63 per fully-diluted share) and net income 
by $4,625,000 ($1.36 per primary share and $1.20 per fully-diluted share).
At December 31, 1977 and 1976, the Company has equipment off-lease at an original cost of 
$24,031,000 and $19,145,000 respectively, and at net carrying amount of $671,000 and $710,000 respec­
tively.
RYDER SYSTEM, INC.
Notes to Financial Statements
(12) Leases
The accounting treatment of the company’s leases conforms with the Statement of Financial 
Accounting Standards No. 13, Accounting for Leases.
(a) Operating Leases as Lessor
The company’s primary business is the leasing of commercial trucks, tractors and trailers. The 
company’s standard truck lease and service agreement requires the company to furnish the customer 
with a vehicle, together with all services, supplies and equipment necessary for its operation, except 
for the driver. These services include maintenance, parts, tires, licenses, taxes, a substitute vehicle if 
needed, and in most cases, fuel and insurance.
The full-service lease agreement provides for a fixed time charge plus a fixed per-mile charge and 
in some instances a provision for guaranteed mileage. These charges are adjusted in accordance with 
changes in the Consumer Price Index.
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The following schedule represents the company’s estimate of the future fixed time charges, 
including an approximation of the guaranteed charges, applicable only to the vehicles on lease at 
December 31, 1977 (000 omitted):
Period Amount
1978 $230,000
1979 190,000
1980 110,000
1981 40,000
1982 20,000
Thereafter 10,000
Total $600,000
The above amounts are based upon the assumption that the vehicles will remain on lease for the 
length of time anticipated by both the company and the customer. This is not a projection of future 
fixed lease revenue; no effect has been given to renewals, new business, cancellations or future rate 
increases.
Approximately 20% and 23% of amounts included in revenue and net sales for 1977 and 1976, 
respectively, related to fixed time charges and approximately 14% and 16%, respectively, related to 
mileage charges other than for guaranteed miles.
Consolidated Balance Sheet
December 31
Assets 1977 1976
• • • •
Revenue earning equipment, at cost (note 7):
Property on operating leases, net of accumulated depreciation:
1977—$112,575,743; 1976—$100,701,152 (note 12) 282,017 202,028
Other revenue equipment, net of accumulated depreciation:
1977—$123,795,471; 1976—$105,516,048 269,590 184,756
Net revenue earning equipment 551,607 386,785
• • • •
UNITED STATES LEASING INTERNATIONAL, INC.
Notes to Financial Statements
1. Summary of Significant Accounting Policies
• • • •
Basis of accounting—operating leases—Lease contracts under which total noncancellable rentals 
do not exceed the cost of leased equipment plus anticipated financing costs are accounted for as 
operating leases. Rental equipment is recorded at cost and is depreciated over the useful life of the 
equipment, principally four to six years, on the straight-line basis. Rentals are recorded as revenue 
when billed and are reported net of depreciation expense of $6,883,000 and $3,919,000 in 1976 and 
1975, respectively.
• • • •
6. Investment in Operating Leases
Investment in operating leases at December 31, 1976 is comprised of the following:
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Automotive equipment ..............................
Electronic and data-processing equipment
Other ...........................................................
Total rental equipment ..............................
Rentals receivable ......................................
Total .........................................................
Cost
$24,741,000
12,014,000
646,000
$37,401,000
Accumulated 
Depreciation 
$ 7,933,000
1,520,000
226,000 
$ 9,679,000
Net
$16,808,000
10,494,000
420,000
27,722,000
1,126,000
$28,848,000
Net rental equipment and rentals receivable of $17,070,000 at December 31, 1976 ($11,945,000 at 
December 31, 1975) are pledged as collateral for certain notes payable.
Initial lease terms of rental equipment range from several days to 60 months. Future rentals on 
unexpired leases at December 31, 1976 are due in instalments as follows:
1977
1978
1979
1980
1981
$4,740,000
3,099,000
1,011,000
62,000
12,000
Total $8,924,000
XEROX CORPORATION
Notes to Financial Statements
Leasing Arrangements
•  •  •  •
As Lessor
Principal domestic rental plans include maintenance, service and parts, but not supplies such as 
toner and paper which are sold separately. Different provisions and terms may apply in other coun­
tries. Lease terms vary from one to twenty-four months. Minimum future rental revenue on noncan­
celable operating leases are: 1978—$465,654,000; 1979—$70,552,000; and in the aggregate— 
$536,206,000. Total contingent rentals included in rental revenue amounted to $3,101,622,000 in 1977. 
Contingent rentals, including rentals from short-term cancelable leases, represent all rental revenue 
except minimum rentals on noncancelable operating leases.
Consolidated Balance Sheets
December 31 
1977 1976
(Dollars in thousands)
Assets
• •  •  •
Trade Receivables Due After One Year 
Rental Equipment and Related Inventories 
At cost (less accumulated depreciation:
104,895 20,289
1977—$2,511,713; 1976—$2,386,158) 
Land, Buildings and Equipment 
At cost (less accumulated depreciation:
1,397,729 1,414,341
1977—$573,279; 1976—$487,191) 897,005 870,645
• •  •  •
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VII
LESSORS’ LEVERAGED LEASES
From the perspective of a lessor, a leveraged lease is defined in Statement No. 13 as one 
involving at least three parties: a lessee, a long-term creditor, and the lessor (commonly called the 
equity participant). Other criteria for defining a leveraged lease are specified in paragraph 42 of 
the Statement.
Statement No. 13 requires a lessor company to record its investment in a leveraged lease net 
of the nonrecourse debt. The net of the balances of the following accounts represents the initial 
and continuing investment in leveraged leases:
•  Rentals receivable, net of that portion of the rental applicable to principal and interest on 
the nonrecourse debt.
•  A receivable for the amount of the investment tax credit to be realized on the transaction.
•  The estimated residual value of the leased asset.
•  Unearned and deferred income consisting of (i) the estimated pretax lease income (or loss), 
after deducting initial direct costs, remaining to be allocated to income over the lease term 
and (ii) the investment tax credit remaining to be allocated to income over the lease term.
For purposes of presenting the investment in a leveraged lease in the lessor’s balance sheet, 
the amount of related deferred taxes is required to be presented separately (from the remainder 
of the net investment). In the income statement or the notes thereto, separate presentation (from 
each other) is required to be made of pretax income from the leveraged lease, the tax effect of 
pretax income, and the amount of investment tax credit recognized as income during the period. 
When leveraged leasing is a significant part of the lessor’s business activities in terms of revenue, 
net income, or assets, the components of the net investment balance in leveraged leases as set 
forth in the preceding paragraph are required to be disclosed in the notes to the financial state­
ments.
Statement No. 13 distinguishes between leveraged leases that became effective before and on 
or after January 1, 1977 in establishing requirements for the timing of the application of the 
Statement. Those requirements are similar to those established for sales-type and direct financing 
leases and discussed in Chapters 5 and 6.
Seven examples are presented of the treatment of leveraged leases by lessor companies in 
apparent conformity with Statement No. 13. In all the examples no leases were still being treated 
as operating leases. Presentations of items in the balance sheet are omitted from the examples if 
the items are disclosed in the notes.
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CIT FINANCIAL CORPORATION
Notes to Financial Statements
B—Notes and Accounts Receivable
Estimated maturities of the Notes and Accounts Receivable at December 31, 1977 and 1976 are 
set forth on page 32.
Leveraged lease receivables (after deducting unearned charges) totaled $154,996,000 at De­
cember 31, 1977 and $148,129,000 at December 31, 1976. Leveraged lease receivables exclude 
amounts which are payable to loan participants, when and if collected from lessees, of $289,361,000 at 
December 31, 1977 and $294,450,000 at December 31, 1976. In the event of default by a lessee, the loan 
participants have no recourse to the Corporation or its subsidiaries.
The effect on prior years of accounting for leases in accordance with Financial Accounting Stan­
dards Board Statement No. 13 was not material and accordingly prior-year financial statements were 
not restated.
Maturity of Notes and Accounts Receivable
Total
(Amounts in Thousands)
December 31, 1977 
Consumer Financing
Personal loans .........................  $1,131,458
Mobile homes ........................... 593,055
Other consumer .......................  120,704
Industrial Financing and Leasing
Financing .................................  1,250,365
Leasing ..................................... 661,874
Factoring and Commercial
Financing .................................  634,105
Wholesale Financing...................  75,831
T otal.............................................. $4,467,392
Percent to T otal......................  100.0%
December 31, 1976 
Consumer Financing
Personal loans .........................  $1,107,519
Mobile homes ........................... 541,813
Other consumer .......................  117,297
Industrial Financing and Leasing
Financing .................................  1,096,955
Leasing ..................................... 670,553
Factoring and Commercial
Financing .....................    561,934
Wholesale Financing...................  60,178
T ota l.............................................. $4,156,249
Percent to T otal......................  100.0%
Due Within 
One Year
Due Within 
One to Two 
Years
Due Within 
Two to 
Four Years
Due After 
Four Years
$ 525,533 
124,503 
56,622
$282,576
98,805
31,853
$211,905
156,094
25,265
$111,444
213,653
6,964
539,653
155,767
334,138
117,604
294,643
134,252
81,931
254,251
619,724
75,733
4,405
72
8,050
26
1,926
$2,097,535
47.0%
$869,453
19.4%
$830,235
18.6%
$670,169
15.0%
$ 501,143 
112,125 
54,725
$284,070
88,617
30,732
$235,198
141,517
24,384
$ 87,108 
199,554 
7,456
476,978
152,237
279,795
115,929
243,206
132,559
96,976
269,828
546,602
59,845
4,575
304
6,988
29
3,769
$1,903,655
45.8%
$804,022
19.3%
$783,881
18.9%
$664,691
16.0%
The estimated maturities shown above are based on contractual terms and do not give effect to 
possible prepayments or renewals.
Statement of Accounting Policies
• • • •
Lease Financing
Leasing transactions are accounted for in accordance with Financial Accounting Standards Board 
Statement No. 13. In most leasing transactions the funds for the purchase of the leased property are 
provided by the Corporation or its subsidiaries. In leveraged leasing, the major portion of such funds 
is provided by third party loan participants; the Corporation or its subsidiaries provide the balance 
and acquire title to the leased property. Lease payments sufficient to repay the loan with interest are 
assigned to the loan participants. In the event of default by the lessee, the loan participants have no
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recourse to the Corporation or its subsidiaries. Leveraged lease receivables exclude amounts which 
are payable to loan participants, when and if collected from lessees.
• • • •
EQUITABLE BANCORPORATION
Notes to Financial Statements
Note A—Summary of Significant Accounting Policies
• • • •
Lease Financing:
The Company’s investments in direct and leveraged equipment lease contracts are recorded using 
the financing and leveraged lease methods of accounting, respectively. Under the finance method, a 
receivable is recorded in the amount of the total minimum lease payments receivable plus any un­
guaranteed residual value and unrealized investment tax credit reduced by unearned income. The 
receivable for leveraged leases is further reduced by debt service on related nonrecourse borrowings. 
Unearned income is the amount by which total lease payments, estimated residual values and invest­
ment tax credits exceed the debt service and the investment in the lease. Annual income recognized is 
classified as other operating income.
• •••
Note F—Lease Financing
Lease financing consists of the following:
Leveraged leases:
Total minimum lease payments receivable, 
less nonrecourse debt and interest 
Unguaranteed residual value 
Less unearned income
Direct leases:
Total minimum lease payments receivable 
Unguaranteed residual value 
Less unearned income
December 31 
1977 1976
(thousands of dollars)
$1,317 $1,103
565 412
(202) (147)
1,680 1,368
8,890 8,848
617 516
(2,124) (2,396)
7,383 6,968
$9,063  $8,336
FIRST HAWAIIAN, INC.
Notes to Financial Statements
Summary of Significant Accounting Policies
• • • •
Direct Lease Financing
Direct lease equipment financing transactions consist of two types:
(1) Equipment acquired by an entity without outside financing is accounted for on the financing 
method with income recognized over the life of the lease based upon a level rate of return on the 
entity’s unrecovered investment, which is represented by the net receivable from the lessee.
(2) Leveraged lease equipment is subject to outside financing through one or more participants, 
without recourse to the Bank. These leases are carried at the Bank’s unrecovered investment which is 
adjusted by the cash flows in excess of income arising from the transaction until the investment equals 
the estimated residual value at the termination of the lease. Income is recognized during the fixed, 
non-cancelable term of the lease at a constant rate of return when applied to the unrecovered invest­
ment adjusted for the net after tax cash flows.
The above accounting policies for pre-1977 leases are in accordance with generally accepted 
accounting principles established prior to the issuance of Statement of Financial Accounting Stan­
dards (FASB) No. 13, “Accounting for Leases,” in November, 1976.
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This statement establishes new financial accounting and reporting standards for leases by lessees 
and lessors. The statement, in effect, requires that leases which transfer substantially all of the 
benefits and risks of ownership should be accounted for by the lessee as acquisition of an asset and the 
related lease obligation recorded as a liability, and by the lessor as a sale or financing. The statement 
is effective for all leases entered into on or after January 1, 1977. Retroactive application of this new 
standard for all prior leases is encouraged, but not required until 1978 under Securities and Exchange 
Commission rules.
As of December 31, 1977, the Company had not adopted the retroactive provisions of the new 
lease statement to its pre-1977 leases. The effects on the balance sheet and net income of adopting the 
provisions of this new lease standard on those operating leases that would be capital leases and those 
leveraged leases accounted for other than as required by the statement are disclosed in the applicable 
footnotes.
4. Direct Lease Financing
At December 31, 1977 and 1976, the Company’s investment in direct lease financing was com­
prised of the following:
1977 1976
(in thousands)
Direct financing and sales-type leases
Minimum lease payments receivable □ 
Allowance for credit losses □
$ 6,498 
(10)
$ 3,730
Net minimum lease payments receivable 
Estimated residual value (unguaranteed) □ 
Unearned revenue □
6,488
97
(1,413)
3,730
97
(814)
Net investment in direct financing and sales-type leases 
Unrecovered investment in leveraged leases
5,172
9,729
3,013
9,531
Total direct lease financing $14,901 $12,544
The restatement of the Company’s financial statements in 1978 to reflect the accounting for 
leveraged leases under the new lease accounting statement will result in adjustments to certain 
amounts presently recorded for such leases. This retroactive change will not have a material effect on 
total assets and liabilities at December 31, 1977 and 1976, and on net income for the years then ended.
• • • •
INDUSTRIAL NATIONAL CORPORATION
Notes to Financial Statements
5. Leases:
The Corporation’s leases consist principally of full-payout, direct financing leases and leveraged 
leases. Leveraged leases generally finance large-dollar equipment; the Corporation provides an equity 
investment of 20-40% of equipment cost, and the remaining cost is financed by non-recourse, long­
term debt that is secured by a first lien on the property. For Federal income tax purposes, the 
Company receives investment tax credits, where applicable, and has the tax benefit of depreciation on 
the entire leased unit and interest on the long-term debt. The Company’s leveraged leases are 
primarily in the energy and transportation industries.
The components of Banking subsidiary and Other subsidiaries’ leases are as follows:
___________1977
Leveraged Direct
Banking Subsidiary:
Gross lease receivables ...................... $78,238 —
Less: Non-recourse debt ...................  36,780 —
Interest on non-recourse debt . 34,862 —
Unearned income...................... 1,842 —
Net leasing receivables ...................... 4,754 —
Residual value ..................................... 7,418 —
Leases - 0-
December 31 
(000 omitted)
1976
Total Leveraged Direct Total
$78,238 $40,005 $4,105 $44,110
36,780 20,032 — 20,032
34,862 17,787 — 17,787
1,842 922 751 1,673
4,754 1,264 3,354 4,618
7,418 4,513 562 5,075
$12,172 $ 5,777 $3,916 $ 9,693$12,172
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Other Subsidiaries:
Gross lease receivables ...................... $86,801
Less: Non-recourse debt ...................  45,965
Interest on non-recourse debt . 35,933
Unearned income ...................... 1,735
Reserve for losses....................  —
Net leasing receivables ...................... 3,168
Residual value ..................................... 10,685
Leases .............................................  $13,853
$45,232 $132,033 $138,172 $43,438 $181,610
— 45,965 67,495 — 67,495
— 35,933 60,192 — 60,192
7,834 9,569 3,666 8,006 11,672
539 539 — 725 725
36,859 40,027 6,819 34,707 41,526
3,141 13,826 14,596 3,603 18,199
$40,000 $ 53,853 $ 21,415 $38,310 $ 59,725
Unearned income of $356,000 in 1977 and $544,000 in 1976 was recorded immediately to offset 
initial direct costs which were charged against income during the respective periods. Deferred taxes 
arising from leveraged leases totaled $18,360,000 in 1977 and $14,609,000 in 1976.
MARYLAND NATIONAL CORPORATION
Notes to Financial Statements
Note A—Summary of Significant Accounting Policies
• • • •
Direct Lease Financing
Certain subsidiaries engage in leasing equipment to customers either on a direct basis, in which 
the equipment is acquired and leased to the customers, or on a leveraged basis, in which the subsidiary 
has an equity interest in a leasing trust. Investments in direct lease financing are recorded at the net 
amount receivable (gross receivable plus residual values less unearned income, non-recourse debt and 
reserve for losses).
For tax purposes income is recognized using the operating method whereas for book purposes 
principally the financing method is used for direct leases and the separate phases method for lever­
aged leases. Deferred income taxes are provided for the difference.
All of the foregoing is in accordance with Statement No. 13 (Accounting for Leases) of the 
Financial Accounting Standards Board which was adopted by the Corporation in 1977.
Note F—Direct Lease Financing
Lease financing receivables which include leveraged and direct financing leases, are comprised of 
the following:
December 31,
1977 1976
(in thousands)
Minimum Lease Payments Receivable $112,249 $91,383
Residual Values 8,026 5,304
120,275 96,687
Unearned income (39,726) (26,221)
Non-recourse Debt (33,357) (24,866)
Reserve for Losses (396) (331)
Balance December 31 $46,796 $45,269
At December 31, 1977, future minimum lease payments receivable for the lease financing receiv­
ables are as follows:
Minimum Lease Payment
Receivable
(in thousands)
1978 $13,176
1979 12,705
1980 12,612
1981 9,579
1982 8,867
Thereafter 55,310
Total $112,249
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During 1977 the Corporation adopted Statement No. 13 of the Financial Accounting Standards 
Board (Accounting for Leases) for all lease financing receivables. The effect of this adoption on the 
financial statements was not material.
U G I CORPORATION
Notes to Financial Statements
1. Significant Accounting Policies
• • • •
Lease Accounting
The leveraged lease transactions are accounted for by recording as the net investment in each 
lease the aggregate of rentals receivable (net of principal and interest on the non-recourse loans) and 
estimated residual value of the equipment less the unearned income (including the investment tax 
credits). The unearned income from the lease transactions is recognized during the periods in which 
the net investment is positive.
7. Investment in Leveraged Leases:
A subsidiary of UGI is a lessor, either solely or in participation with others, of certain equipment 
under long-term leveraged lease agreements with various parties. The Company did not enter into 
any new lease agreements during 1977. During 1976, the subsidiary’s share of the cost of this equip­
ment under new lease agreements ($35,024) was financed with equity investments by the subsidiary 
($10,223) and non-recourse loans from other sources ($24,801). The loans are secured by first liens on 
the equipment which consists principally of commercial aircraft.
At the end of the lease terms the equipment is returned to, the lessors. For income tax purposes, 
the subsidiary receives the investment tax credit, if any, and has the benefit of tax deductions for 
depreciation based on its proportionate ownership of the leased equipment. Also, the subsidiary may 
deduct the interest on the non-recourse debt for income tax purposes. Since, during the early years of 
a particular lease, the aforementioned deductions exceed the lease rental income substantial excess 
deductions are available to offset other taxable income of UGI and its subsidiaries. In the later years 
of a lease, rental income will exceed the deductions for income tax purposes and income taxes will be 
payable on the excess income generated by the particular lease. Deferred income taxes are provided 
to reflect these timing differences.
The investment in leveraged leases at December 31, 1977 and 1976 consists of the following:
1977 1976
Rentals receivable (net of principal and interest
on the non-recourse debt) ...............................................................  $14,337 $14,361
Estimated residual value of leased equipment ................................. 4,280 4,280
Less: unearned and deferred income ................................................  (3,701) (5,150)
Investment in leveraged leases..........................................................  14,916 13,491
Less: accumulated deferred income taxes
arising from leveraged leases .........................................................  (12,110) (5,632)
Net investment in leveraged leases ................................................... $ 2,806 $ 7,859
Income recognized from the leveraged leases for financial reporting purposes during 1977 and 
1976 was comprised of the following:
Income (loss) before income taxes included
1977 1976
in other income, net) ...................................................... ...............  $1,145 $(244)
Income tax (provisions) benefits ....................................... ...............  (526) 182
619 (62)
Investment tax credit recognized ...................................... ...............  295 815
Net income from leveraged leases..................................... ...............  $ 914 $753
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WESTINGHOUSE CREDIT CORPORATION
Financial Review
Significant Accounting Policies
• • • •
Leasing Transactions
Income from leasing transactions is reported on the financing method, in which WCC’s invest­
ment in leased property is reported as a receivable from the lessee to be recovered through future 
rentals. Except for leveraged leases, discussed below, the income portion of each rental payment is 
calculated using the sum-of-the-digits method to generate an approximately level rate of return on net 
receivables outstanding.
For tax purposes, income on all leases is recognized on the operating method and represents the 
difference between gross rentals received and depreciation plus (for leveraged leases) interest ex­
pense on loans from other financial institutions.
WCC participates in leveraged leasing transactions in which the cost of assets leased to others is 
financed primarily by loans from other financial institutions, but ownership of property is retained by 
WCC and other equity participants. The loans by the financial institutions are secured by the lessees’ 
rental obligations and the leased property and are without deficiency liability against WCC and other 
equity participants. Accordingly, leveraged lease receivables are reported at the amount of WCC’s 
current investment which, along with net investment in leveraged leases, is shown in the following 
table:
(Dollars in thousands)
Rentals receivable (net of principal and interest
on non-recourse loans) ......................................................
Estimated residual value of leased assets .........................
Less: unearned and deferred income ..................................
Investment in leveraged leases ...........................................
Less: deferred taxes and deferred investment tax credits
arising from leveraged leases...........................................
Net investment in leveraged leases ...................................
At December 31 At December 31 
1977 1976
$126,117 $87,907
17,364 13,449
(23,916) (23,223)
119,565 78,133
(61,477) (46,343)
$ 58,088 $31,790
In accordance with FASB Statement of Financial Accounting Standards No. 13, WCC adopted, 
as of December 1976, the separate phases method of accounting for the components of leveraged lease 
income. Under this method, investment tax credits, as well as unearned and deferred income which is 
net of initial direct costs, are recognized as income over the life of the lease at an approximately level 
rate of return on the net investment in leveraged leases.
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APPENDIX A
STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 13 
ACCOUNTING FOR LEASES 
NOVEMBER 1976
INTRODUCTION
1. This Statement establishes standards of financial accounting and reporting for leases by 
lessees and lessors. For purposes of this Statement, a lease is defined as an agreement conveying 
the right to use property, plant, or equipment (land and/or depreciable assets) usually for a stated 
period of time. It includes agreements that, although not nominally identified as leases, meet the 
above definition, such as a “heat supply contract” for nuclear fuel.1 This definition does not include 
agreements that are contracts for services that do not transfer the right to use property, plant, or 
equipment from one contracting party to the other. On the other hand, agreements that do 
transfer the right to use property, plant, or equipment meet the definition of a lease for purposes 
of this Statement even though substantial services by the contractor (lessor) may be called for in 
connection with the operation or maintenance of such assets. This Statement does not apply to 
lease agreements concerning the rights to explore for or to exploit natural resources such as oil, 
gas, minerals, and timber. Nor does it apply to licensing agreements for items such as motion 
picture films, plays, manuscripts, patents, and copyrights.
2. This Statement supersedes A P B  O pinion N o. 5, “Reporting of Leases in Financial State­
ments of Lessee”; A P B  O pinion N o. 7, “Accounting for Leases in Financial Statements of Les­
sors”; paragraph 15 of A P B  O pinion N o. 18, “The Equity Method of Accounting for Investments 
in Common Stock”; A P B  O pinion N o. 27, “Accounting for Lease Transactions by Manufacturer or 
Dealer Lessors”; and A P B  O pinion N o. 31, “Disclosure of Lease Commitments by Lessees.”
3. This Statement applies to regulated enterprises in accordance with the provisions of the 
Addendum to A P B  O pinion N o. 2, “Accounting for the ‘Investment Credit’.”
4. Appendix A provides background information. Appendix B sets forth the basis for the 
Board’s conclusions, including alternatives considered and reasons for accepting some and reject­
ing others. Illustrations of the accounting and disclosure requirements for lessees and lessors 
called for by this Statement are contained in Appendixes C and D. An example of the application 
of the accounting and disclosure provisions for leveraged leases is provided in Appendix E.
STANDARDS OF FINANCIAL ACCOUNTING AND REPORTING
Definitions of Terms
5. For purposes of this Statement, certain terms are defined as follows:
a. R ela ted  parties in  leasing transactions. A  parent company and its subsidiaries, an 
owner company and its joint ventures (corporate or otherwise) and partnerships, and an 
investor (including a natural person) and its investees, provided that the parent com­
pany, owner company, or investor has the ability to exercise significant influence over 
operating and financial policies of the related party, as significant influence is defined in 1
1Heat supply (also called “bum up”) contracts usually provide for payments by the user-lessee based upon nuclear fuel 
utilization in the period plus a charge for the unrecovered cost base. The residual value usually accrues to the lessee, and 
the lessor furnishes no service other than the financing.
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A P B  O pinion N o. 18, paragraph 17. In addition to the examples of significant influence 
set forth in that paragraph, significant influence may be exercised through guarantees of 
indebtedness, extensions of credit, or through ownership of warrants, debt obligations, 
or other securities. If two or more entities are subject to the significant influence of a 
parent, owner company, investor (including a natural person), or common officers or 
directors, those entities shall be considered related parties with respect to each other.
b. Inception  o f the lease. With the exception noted below, the date of the lease agreement 
or commitment, if earlier. For purposes of this definition, a commitment shall be in 
writing, signed by the parties in interest to the transaction, and shall specifically set 
forth the principal terms of the transaction. However, if the property covered by the 
lease has yet to be constructed or has not been acquired by the lessor at the date of the 
lease agreement or commitment, the inception of the lease shall be the date that con­
struction of the property is completed or the property is acquired by the lessor.
c. F a ir  value o f  the leased property . The price for which the property could be sold in an 
arm’s-length transaction between unrelated parties. (See definition of related parties in 
leasing transactions in paragraph 5(a).) The following are examples of the determination 
of fair value:
i. When the lessor is a manufacturer or dealer, the fair value of the property at the 
inception of the lease (as defined in paragraph 5 (b) ) will ordinarily be its normal 
selling price, reflecting any volume or trade discounts that may be applicable. How­
ever, the determination of fair value shall be made in light of market conditions 
prevailing at the time, which may indicate that the fair value of the property is less 
than the normal selling price and, in some instances, less that the cost of the prop­
erty.
ii. When the lessor is not a manufacturer or dealer, the fair value of the property at the 
inception of the lease will ordinarily be its cost, reflecting any volume or trade 
discounts that may be applicable. However, when there has been a significant lapse 
of time between the acquisition of the property by the lessor and the inception of the 
lease, the determination of fair value shall be made in light of market conditions 
prevailing at the inception of the lease, which may indicate that the fair value of the 
property is greater or less than its cost or carrying amount, if different. (See para­
graph 6(b).)
d. B argain  purchase option. A provision allowing the lessee, at his option, to purchase the 
leased property for a price which is sufficiently lower than the expected fair value of the 
property at the date the option becomes exercisable that exercise of the option appears, 
at the inception of the lease, to be reasonably assured.
e. B argain  renew al option. A provision allowing the lessee, at his option, to renew the 
lease for a rental sufficiently lower than the fair rental2 of the property at the date the 
option becomes exercisable that exercise of the option appears, at the inception of the 
lease, to be reasonably assured.
f. Lease term . The fixed noncancelable term of the lease plus (i) all periods, if any, covered 
by bargain renewal options (as defined in paragraph 5(e) ), (ii) all periods, if any, for 
which failure to renew the lease imposes a penalty on the lessee in an amount such that 
renewal appears, at the inception of the lease, to be reasonably assured, (iii) all periods, 
if any, covered by ordinary renewal options during which a guarantee by the lessee of 
the lessor’s debt related to the leased property is expected to be in effect, (iv) all periods, 
if any, covered by ordinary renewal options preceding the date as of which a bargain 
purchase option (as defined in paragraph 5(d)) is exercisable, and (v) all periods, if any, 
representing renewals or extensions of the lease at the lessor’s option; however, in no
2“Fair rental” in this context shall mean the expected rental for equivalent property under similar terms and condi­
tions.
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case shall the lease term extend beyond the date a bargain purchase option becomes 
exercisable. A lease which is cancelable (i) only upon the occurrence of some remote 
contingency, (ii) only with the permission of the lessor, (iii) only if the lessee enters into a 
new lease with the same lessor, or (iv) only upon payment by the lessee of a penalty in an 
amount such that continuation of the lease appears, at inception, reasonably assured 
shall be considered “noncancelable” for purposes of this definition.
g. E stim a ted  economic life o f  leased property. The estimated remaining period during 
which the property is expected to be economically usable by one or more users, with 
normal repairs and maintenance, for the purpose for which it was intended at the 
inception of the lease, without limitation by the lease term.
h. E stim a ted  residu al value o f  leased property. The estimated fair value of the leased 
property at the end of the lease term (as defined in paragraph 5 ( f ) ).
i. U nguaranteed residu a l value. The estimated residual value of the leased property (as 
defined in paragraph 5(h) ) exclusive of any portion guaranteed by the lessee3 or by a 
third party unrelated to the lessor.4
j. M in im u m  lease paym en ts.
i. From the standpoint of the lessee: The payments that the lessee is obligated to 
make or can be required to make in connection with the leased property. However, a 
guarantee by the lessee of the lessor’s debt and the lessee’s obligation to pay (apart 
from the rental payments) executory costs such as insurance, maintenance, and 
taxes in connection with the leased property shall be excluded. If the lease contains a 
bargain purchase option, only the minimum rental payments over the lease term (as 
defined in paragraph 5(f)) and the payment called for by the bargain purchase 
option shall be included in the minimum lease payments. Otherwise, minimum lease 
payments include the following:
a. The minimum rental payments called for by the lease over the lease term.
b. Any guarantee by the lessee5 of the residual value at the expiration of the lease 
term, whether or not payment of the guarantee constitutes a purchase of the 
leased property. When the lessor has the right to require the lessee to purchase 
the property at termination of the lease for a certain or determinable amount, 
that amount shall be considered a lessee guarantee. When the lessee agrees to 
make up any deficiency below a stated amount in the lessor’s realization of the 
residual value, the guarantee to be included in the minimum lease payments 
shall be the stated amount, rather than an estimate of the deficiency to be made 
up.
c. Any payment that the lessee must make or can be required to make upon failure 
to renew or extend the lease at the expiration of the lease term, whether or not 
the payment would constitute a purchase of the leased property. In this connec­
tion, it should be noted that the definition of lease term in paragraph 5(f) in­
cludes “all periods, if any, for which failure to renew the lease imposes a penalty 
on the lessee in an amount such that renewal appears, at the inception of the 
lease, to be reasonably assured.” If the lease term has been extended because of 
that provision, the related penalty shall not be included in minimum lease pay­
ments.
ii. From the standpoint of the lessor: The payments described in (i) above plus any 
guarantee of the residual value or of rental payments beyond the lease term by a 
third party unrelated to either the lessee6 or the lessor,7 provided the third party is
3A guarantee by a third party related to the lessee shall be considered a lessee guarantee.
4If the guarantor is related to the lessor, the residual value shall be considered as unguaranteed.
5See footnote 3.
6See footnote 3.
7See footnote 4.
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financially capable of discharging the obligations that may arise from the guarantee.
k. In terest rate im p lic it in  the lease. The discount rate that, when applied to (i) the 
minimum lease payments (as defined in paragraph 5(j)), excluding that portion of the 
payments representing executory costs to be paid by the lessor, together with any profit 
thereon, and (ii) the unguaranteed residual value (as defined in paragraph 5(i)) accruing 
to the benefit of the lessor,8 causes the aggregate present value at the beginning of the 
lease term to be equal to the fair value of the leased property (as defined in paragraph 
5(c)) to the lessor at the inception of the lease, minus any investment tax credit retained 
by the lessor and expected to be realized by him. (This definition does not necessarily 
purport to include all factors that a lessor might recognize in determining his rate of 
return, e.g., see paragraph 44.)
l. Lessee's increm ental borrowing rate. The rate that, at the inception of the lease, the 
lessee would have incurred to borrow over a similar term the funds necessary to pur­
chase the leased asset.
m. In itia l direct costs. Those incremental direct costs incurred by the lessor in negotiating 
and consummating leasing transactions (e.g., commissions and legal fees).
Classification of Leases for Purposes of this Statement
6. For purposes of applying the accounting and reporting standards of this Statement, leases 
are classified as follows:
a. Classifications from the standpoint of the lessee:
i. C apita l leases. Leases that meet one or more of the criteria in paragraph 7.
ii. O perating leases. All other leases.
b. Classifications from the standpoint of the lessor:
i. Sales-type leases. Leases that give rise to manufacturer’s or dealer’s profit (or loss) 
to the lessor (i.e., the fair value of the leased property at the inception of the lease is 
greater or less than its cost or carrying amount, if different) and that meet one or 
more of the criteria in paragraph 7 and both of the criteria in paragraph 8. Normally, 
sales-type leases will arise when manufacturers or dealers use leasing as a means of 
marketing their products. Leases involving lessors that are primarily engaged in 
financing operations normally will not be sales-type leases if they qualify under 
paragraphs 7 and 8, but will most often be direct financing leases, described in 
paragraph 6(b)(ii) below. However, a lessor need not be a dealer to realize dealer’s 
profit (or loss) on a transaction, e.g., if a lessor, not a dealer, leases an asset that at 
the inception of the lease has a fair value that is greater or less than its cost or 
carrying amount, if different, such a transaction is a sales-type lease, assuming the 
criteria referred to are met. A renewal or an extension9 of an existing sales-type or 
direct financing lease shall not be classified as a sales-type lease; however, if it 
qualifies under paragraphs 7 and 8, it shall be classified as a direct financing lease. 
(See paragraph 17(f).)
ii. D irect fin an cin g  leases. Leases other than leveraged leases that do not give rise to 
manufacturer’s or dealer’s profit (or loss) to the lessor but that meet one or more of 
the criteria in paragraph 7 and both of the criteria in paragraph 8. In such leases, the 
cost or carrying amount, if different, and fair value of the leased property are the 
same at the inception of the lease. An exception arises when an existing lease is 
renewed or extended.10 In such cases, the fact that the carrying amount of the
8If the lessor is not entitled to any excess of the amount realized on disposition of the property over a guaranteed 
amount, no unguaranteed residual value would accrue to his benefit.
9As used here, renewal or extension includes a new lease under which the lessee continues to use the same property.
10See footnote 9.
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property at the end of the original lease term is different from its fair value at that 
date shall not preclude the classification of the renewal or extension as a direct 
financing lease. (See paragraph 17(f).)
iii. Leveraged leases. Leases that meet the criteria of paragraph 42.
iv. O perating leases. All other leases.
Criteria for Classifying Leases (Other Than Leveraged Leases)
7. The criteria for classifying leases set forth in this paragraph and in paragraph 8 derive 
from the concept set forth in paragraph 60. If at its inception (as defined in paragraph 5(b)) a lease 
meets one or more of the following four criteria, the lease shall be classified as a capital lease by 
the lessee. Otherwise, it shall be classified as an operating lease. (See Appendix C for an illustra­
tion of the application of these criteria.)
a. The lease transfers ownership of the property to the lessee by the end of the lease term 
(as defined in paragraph 5(f)).
b. The lease contains a bargain purchase option (as defined in paragraph 5(d)).
c. The lease term (as defined in paragraph 5(f)) is equal to 75 percent or more of the 
estimated economic life of the leased property (as defined in paragraph 5(g)). However, 
if the beginning of the lease term falls within the last 25 percent of the total estimated 
economic life of the leased property, including earlier years of use, this criterion shall not 
be used for purposes of classifying the lease.
d. The present value at the beginning of the lease term of the minimum lease payments (as 
defined in paragraph 5(j ) ), excluding that portion of the payments representing execu­
tory costs such as insurance, maintenance, and taxes to be paid by the lessor, including 
any profit thereon, equals or exceeds 90 percent of the excess of the fair value of the 
leased property (as defined in paragraph 5(c)) to the lessor at the inception of the lease 
over any related investment tax credit retained by the lessor and expected to be realized 
by him. However, if the beginning of the lease term falls within the last 25 percent of the 
total estimated economic life of the leased property, including earlier years of use, this 
criterion shall not be used for purposes of classifying the lease. A lessor shall compute 
the present value of the minimum lease payments using the interest rate implicit in the 
lease (as defined in paragraph 5(k)). A lessee shall compute the present value of the 
minimum lease payments using his incremental borrowing rate (as defined in paragraph 
5(l) ) ,  unless (i) it is practicable for him to learn the implicit rate computed by the lessor 
and (ii) the implicit rate computed by the lessor is less than the lessee’s incremental 
borrowing rate. If both of those conditions are met, the lessee shall use the implicit rate.
8. From the standpoint of the lessor, if at inception a lease meets any one of the preceding 
four criteria and in addition meets both of the following criteria, it shall be classified as a sales- 
type lease or a direct financing lease, whichever is appropriate (see paragraphs 6(b)(i) and 
6(b)(ii)). Otherwise, it shall be classified as an operating lease.
a. Collectibility of the minimum lease payments is reasonably predictable. A lessor shall 
not be precluded from classifying a lease as a sales-type lease or as a direct financing 
lease simply because the receivable is subject to an estimate of uncollectibility based on 
experience with groups of similar receivables.
b. No important uncertainties surround the amount of unreimbursable costs yet to be 
incurred by the lessor under the lease. Important uncertainties might include commit­
ments by the lessor to guarantee performance of the leased property in a manner more 
extensive than the typical product warranty or to effectively protect the lessee from 
obsolescence of the leased property. However, the necessity of estimating executory 
costs such as insurance, maintenance, and taxes to be paid by the lessor (see paragraphs
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17(a) and 18(a)) shall not by itself constitute an important uncertainty as referred to 
herein.
9. If at any time the lessee and lessor agree to change the provisions of the lease, other 
than by renewing the lease or extending its term, in a manner that would have resulted in a 
different classification of the lease under the criteria in paragraphs 7 and 8 had the changed terms 
been in effect at the inception of the lease, the revised agreement shall be considered as a new 
agreement over its term, and the criteria in paragraphs 7 and 8 shall be applied for purposes of 
classifying the new lease. Likewise, except when a guarantee or penalty is rendered inoperative 
as described in paragraphs 12 and 17(e), any action that extends the lease beyond the expiration of 
the existing lease term (see paragraph 5(f)), such as the exercise of a lease renewal option other 
than those already included in the lease term, shall be considered as a new agreement, which shall 
be classified according to the provisions of paragraphs 6-8. Changes in estimates (for example, 
changes in estimates of the economic life or of the residual value of the leased property) or changes 
in circumstances (for example, default by the lessee), however, shall not give rise to a new 
classification of a lease for accounting purposes.
Accounting and Reporting by Lessees 
Capital Leases
10. The lessee shall record a capital lease as an asset and an obligation at an amount equal to 
the present value at the beginning of the lease term of minimum lease payments during the lease 
term, excluding that portion of the payments representing executory costs such as insurance, 
maintenance, and taxes to be paid by the lessor, together with any profit thereon. However, if the 
amount so determined exceeds the fair value of the leased property at the inception of the lease, 
the amount recorded as the asset and obligation shall be the fair value. If the portion of the 
minimum lease payments representing executory costs, including profit thereon, is not determin­
able from the provisions of the lease, an estimate of the amount shall be made. The discount rate 
to be used in determining present value of the minimum lease payments shall be that prescribed 
for the lessee in paragraph 7(d). (See Appendix C for illustrations.)
11. Except as provided in paragraphs 25 and 26 with respect to leases involving land, the 
asset recorded under a capital lease shall be amortized as follows:
a. If the lease meets the criterion of either paragraph 7(a) or 7(b), the asset shall be 
amortized in a manner consistent with the lessee’s normal depreciation policy for owned 
assets.
b. If the lease does not meet either criterion 7(a) or 7(b), the asset shall be amortized in a 
manner consistent with the lessee’s normal depreciation policy except that the period of 
amortization shall be the lease term. The asset shall be amortized to its expected value, 
if any, to the lessee at the end of the lease term. As an example, if the lessee guarantees 
a residual value at the end of the lease term and has no interest in any excess which 
might be realized, the expected value of the leased property to him is the amount that 
can be realized from it up to the amount of the guarantee.
12. During the lease term, each minimum lease payment shall be allocated between a reduc­
tion of the obligation and interest expense so as to produce a constant periodic rate of interest on 
the remaining balance of the obligation.11 (See Appendix C for illustrations.) In leases containing a 
residual guarantee by the lessee or a penalty for failure to renew the lease at the end of the lease 
term,12 following the above method of amortization will result in a balance of the obligation at the
11This is the “interest” method described in the first sentence of paragraph 15 of APB Opinion No. 21, “Interest on 
Receivables and Payables,” and in paragraphs 16 and 17 of APB Opinion No. 12, “Omnibus Opinion—1967.”
12Residual guarantees and termination penalties that serve to extend the lease term (as defined in paragraph 5(f)) are 
excluded from minimum lease payments and are thus distinguished from those guarantees and penalties referred to in this 
paragraph.
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end of the lease term that will equal the amount of the guarantee or penalty at that date. In the 
event that a renewal or other extension of the lease term or a new lease under which the lessee 
continues to lease the same property renders the guarantee or penalty inoperative, the asset and 
the obligation under the lease shall be adjusted by an amount equal to the difference between the 
present value of the future minimum lease payments under the revised agreement and the present 
balance of the obligation. The present value of the future minimum lease payments under the 
revised agreement shall be computed using the rate of interest used to record the lease initially. 
In accordance with paragraph 9, other renewals and extensions of the lease term shall be con­
sidered new agreements, which shall be accounted for in accordance with the provisions of para­
graph 14. Contingent rentals,13 including rentals based on variables such as the prime interest rate, 
shall be charged to expense when actually incurred.
13. Assets recorded under capital leases and the accumulated amortization thereon shall be 
separately identified in the lessee’s balance sheet or in footnotes thereto. Likewise, the related 
obligations shall be separately identified in the balance sheet as obligations under capital leases 
and shall be subject to the same considerations as other obligations in classifying them with 
current and noncurrent liabilities in classified balance sheets. Unless the charge to income result­
ing from amortization of assets recorded under capital leases is included with depreciation ex­
pense and the fact that it is so included is disclosed, the amortization charge shall be separately 
disclosed in the financial statements or footnotes thereto.
14. Prior to the expiration of the lease term, a change in the provisions of a lease, a renewal 
or extension14 of an existing lease, and a termination of a lease shall be accounted for as follows:
a. If the provisions of the lease are changed in a way that changes the amount of the 
remaining minimum lease payments and the change either (i) does not give rise to a new 
agreement under the provisions of paragraph 9 or (ii) does give rise to a new agreement 
but such agreement is also classified as a capital lease, the present balances of the asset 
and the obligation shall be adjusted by an amount equal to the difference between the 
present value of the future minimum lease payments under the revised or new agree­
ment and the present balance of the obligation. The present value of the future minimum 
lease payments under the revised or new agreement shall be computed using the rate of 
interest used to record the lease initially. If the change in the lease provisions gives rise 
to a new agreement classified as an operating lease, the asset and obligation under the 
lease shall be removed, gain or loss shall be recognized for the difference, and the new 
lease agreement shall thereafter be accounted for as any other operating lease.
b. Except when a guarantee or penalty is rendered inoperative as described in paragraph 
12, a renewal or an extension15 of an existing lease shall be accounted for as follows:
i. If the renewal or extension is classified as a capital lease, it shall be accounted for as 
described in subparagraph (a) above.
ii. If the renewal or extension is classified as an operating lease, the existing lease shall 
continue to be accounted for as a capital lease to the end of its original term, and the 
renewal or extension shall be accounted for as any other operating lease.
c. A termination of a capital lease shall be accounted for by removing the asset and obliga­
tion, with gain or loss recognized for the difference.
Operating Leases
15. Normally, rental on an operating lease shall be charged to expense over the lease term as 
it becomes payable. If rental payments are not made on a straight-line basis, rental expense 
nevertheless shall be recognized on a straight-line basis unless another systematic and rational
13The term “contingent rentals” includes all or any portion of the stipulated rental that is contingent.
14See footnote 9.
15See footnote 9.
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basis is more representative of the time pattern in which use benefit is derived from the leased 
property, in which case that basis shall be used.
Disclosures
16. The following information with respect to leases shall be disclosed in the lessee’s financial 
statements or the footnotes thereto (see Appendix D for illustrations).
a. For capital leases:
i. The gross amount of assets recorded under capital leases as of the date of each 
balance sheet presented by major classes according to nature or function. This 
information may be combined with the comparable information for owned assets.
ii. Future minimum lease payments as of the date of the latest balance sheet presented, 
in the aggregate and for each of the five succeeding fiscal years, with separate 
deductions from the total for the amount representing executory costs, including 
any profit thereon, included in the minimum lease payments and for the amount of 
the imputed interest necessary to reduce the net minimum lease payments to pres­
ent value (see paragraph 10).
iii. The total of minimum sublease rentals to be received in the future under noncancel- 
able subleases as of the date of the latest balance sheet presented.
iv. Total contingent rentals (rentals on which the amounts are dependent on some factor 
other than the passage of time) actually incurred for each period for which an income 
statement is presented.
b. For operating leases having initial or remaining noncancelable lease terms in excess of 
one year:
i. Future minimum rental payments required as of the date of the latest balance sheet 
presented, in the aggregate and for each of the five succeeding fiscal years.
ii. The total of minimum rentals to be received in the future under noncancelable 
subleases as of the date of the latest balance sheet presented.
c. For all operating leases, rental expense for each period for which an income statement is 
presented, with separate amounts for minimum rentals, contingent rentals, and sublease 
rentals. Rental payments under leases with terms of a month or less that were not 
renewed need not be included.
d. A general description of the lessee’s leasing arrangements including, but not limited to, 
the following:
i. The basis on which contingent rental payments are determined.
ii. The existence and terms of renewal or purchase options and escalation clauses.
iii. Restrictions imposed by lease agreements, such as those concerning dividends, 
additional debt, and further leasing.
Accounting and Reporting by Lessors 
Sales-Type Leases
17. Sales-type leases shall be accounted for by the lessor as follows:
a. The minimum lease payments (net of amounts, if any, included therein with respect to 
executory costs such as maintenance, taxes, and insurance to be paid by the lessor, 
together with any profit thereon) plus the unguaranteed residual value (as defined in 
paragraph 5(i)) accruing to the benefit of the lessor shall be recorded as the gross 
investment in the lease.
b. The difference between the gross investment in the lease in (a) above and the sum of the 
present values of the two components of the gross investment shall be recorded as
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unearned income. The discount rate to be used in determining the present values shall be 
the interest rate implicit in the lease. The net investment in the lease shall consist of the 
gross investment less the unearned income. The unearned income shall be amortized to 
income over the lease term so as to produce a constant periodic rate of return on the net 
investment in the lease.16 However, other methods of income recognition may be used if 
the results obtained are not materially different from those which would result from the 
prescribed method. The net investment in the lease shall be subject to the same consid­
erations as other assets in classification as current or noncurrent assets in a classified 
balance sheet. Contingent rentals, including rentals based on variables such as the prime 
interest rate, shall be credited to income when they become receivable.
c. The present value of the minimum lease payments (net of executory costs, including any 
profit thereon), computed at the interest rate implicit in the lease, shall be recorded as 
the sales price. The cost or carrying amount, if different, of the leased property, plus any 
initial direct costs (as defined in paragraph 5(m )), less the present value of the un­
guaranteed residual value accruing to the benefit of the lessor, computed at the interest 
rate implicit in the lease, shall be charged against income in the same period.
d. The estimated residual value shall be reviewed at least annually. If the review results in 
a lower estimate than had been previously established, a determination must be made as 
to whether the decline in estimated residual value is other than temporary. If the decline 
in estimated residual value is judged to be other than temporary, the accounting for the 
transaction shall be revised using the changed estimate. The resulting reduction in the 
net investment shall be recognized as a loss in the period in which the estimate is 
changed. An upward adjustment of the estimated residual value shall not be made.
e. In leases containing a residual guarantee or a penalty for failure to renew the lease at the 
end of the lease term,17 following the method of amortization described in (b) above will 
result in a balance of minimum lease payments receivable at the. end of the lease term 
that will equal the amount of the guarantee or penalty at that date. In the event that a 
renewal or other extension18 of the lease term renders the guarantee or penalty inopera­
tive, the existing balances of the minimum lease payments receivable and the estimated 
residual value shall be adjusted for the changes resulting from the revised agreement 
(subject to the limitation on the residual value imposed by subparagraph (d) above) and 
the net adjustment shall be charged or credited to unearned income.
f. Prior to the expiration of the lease term, a change in the provisions of a lease, a renewal 
or extension19 of an existing lease, and a termination of a lease shall be accounted for 
as follows:
i. If the provisions of a lease are changed in a way that changes the amount of the 
remaining minimum lease payments and the change either (a) does not give rise to a 
new agreement under the provisions of paragraph 9 or (b) does give rise to a new 
agreement but such agreement is classified as a direct financing lease, the balance of 
the minimum lease payments receivable and the estimated residual value, if af­
fected, shall be adjusted to reflect the change (subject to the limitation on the 
residual value imposed by subparagraph (d) above), and the net adjustment shall be 
charged or credited to unearned income. If the change in the lease provisions gives 
rise to a new agreement classified as an operating lease, the remaining net invest­
ment shall be removed from the accounts, the leased asset shall be recorded as an 
asset at the lower of its original cost, present fair value, or present carrying amount, 
and the net adjustment shall be charged to income of the period. The new lease shall 
thereafter be accounted for as any other operating lease.
16See footnote 11.
17See footnote 12.
18See footnote 9.
19See footnote 9.
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ii. Except when a guarantee or penalty is rendered inoperative as described in sub- 
paragraph (e) above, a renewal or an extension20 of an existing lease shall be ac­
counted for as follows:
a. If the renewal or extension is classified as a direct financing lease, it shall be 
accounted for as described in subparagraph f(i) above.
b. If the renewal or extension is classified as an operating lease, the existing lease 
shall continue to be accounted for as a sales-type lease to the end of its original 
term, and the renewal or extension shall be accounted for as any other operating 
lease.
iii. A termination of the lease shall be accounted for by removing the net investment 
from the accounts, recording the leased asset at the lower of its original cost, 
present fair value, or present carrying amount, and the net adjustment shall be 
charged to income of the period.
Direct Financing Leases
18. Direct financing leases shall be accounted for by the lessor as follows (see Appendix C for 
illustrations):
a. The minimum lease payments (net of amounts, if any, included therein with respect to 
executory costs such as maintenance, taxes, and insurance to be paid by the lessor, 
together with any profit thereon) plus the unguaranteed residual value accruing to the 
benefit of the lessor shall be recorded as the gross investment in the lease.
b. The difference between the gross investment in the lease in (a) above and the cost or 
carrying amount, if different, of the leased property shall be recorded as unearned 
income. The net investment in the lease shall consist of the gross investment less the 
unearned income. Initial direct costs (as defined in paragraph 5(m )) shall be charged 
against income as incurred, and a portion of the unearned income equal to the initial 
direct costs shall be recognized as income in the same period. The remaining unearned 
income shall be amortized to income over the lease term so as to produce a constant 
periodic rate of return on the net investment in the lease.21 However, other methods of 
income recognition may be used if the results obtained are not materially different from 
those which would result from the prescribed method in the preceding sentence. The net 
investment in the lease shall be subject to the same considerations as other assets in 
classification as current or noncurrent assets in a classified balance sheet. Contingent 
rentals, including rentals based on variables such as the prime interest rate, shall be 
credited to income when they become receivable.
c. In leases containing a residual guarantee or a penalty for failure to renew the lease at the 
end of the lease term,22 the lessor shall follow the accounting procedure described in 
paragraph 17(e). The accounting provisions of paragraph 17(f) with respect to renewals 
and extensions not dealt with in paragraph 17(e), terminations, and other changes in 
lease provisions shall also be followed with respect to direct financing leases.
d. The estimated residual value shall be reviewed at least annually and, if necessary, 
adjusted in the manner prescribed in paragraph 17(d).
Operating Leases
19. Operating leases shall be accounted for by the lessor as follows:
a. The leased property shall be included with or near property, plant, and equipment in the
20See footnote 9.
21 See footnote 11.
22See footnote 12.
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balance sheet. The property shall be depreciated following the lessor’s normal deprecia­
tion policy, and in the balance sheet the accumulated depreciation shall be deducted from 
the investment in the leased property.
b. Rent shall be reported as income over the lease term as it becomes receivable according 
to the provisions of the lease. However, if the rentals vary from a straight-line basis, the 
income shall be recognized on a straight-line basis unless another systematic and rational 
basis is more representative of the time pattern in which use benefit from the leased 
property is diminished, in which case that basis shall be used.
c. Initial direct costs shall be deferred and allocated over the lease term in proportion to 
the recognition of rental income. However, initial direct costs may be charged to ex­
pense as incurred if the effect is not materially different from that which would have 
resulted from the use of the method prescribed in the preceding sentence.
Participation by Third Parties
20. The sale or assignment of a lease or of property subject to a lease that was accounted for 
as a sales-type lease or direct financing lease shall not negate the original accounting treatment 
accorded the lease. Any profit or loss on the sale or assignment shall be recognized at the time of 
the transaction except that (a) when the sale or assignment is between related parties, the 
provisions of paragraphs 29 and 30 shall be applied, or (b) when the sale or assignment is with 
recourse, the profit or loss shall be deferred and recognized over the lease term in a systematic 
manner (e.g., in proportion to the minimum lease payments).
21. The sale of property subject to an operating lease, or of property that is leased by or 
intended to be leased by the third-party purchaser to another party, shall not be treated as a sale 
if the seller or any party related to the seller retains substantial risks of ownership in the leased 
property. A seller may by various arrangements assure recovery of the investment by the third- 
party purchaser in some operating lease transactions and thus retain substantial risks in connec­
tion with the property. For example, in the case of default by the lessee or termination of the 
lease, the arrangements may involve a formal or informal commitment by the seller to (a) acquire 
the lease or the property, (b) substitute an existing lease, or (c) secure a replacement lessee or a 
buyer for the property under a remarketing agreement. However, a remarketing agreement by 
itself shall not disqualify accounting for the transaction as a sale if the seller (a) will receive a 
reasonable fee commensurate with the effort involved at the time of securing a replacement lessee 
or buyer for the property and (b) is not required to give priority to the re-leasing or disposition of 
the property owned by the third-party purchaser over similar property owned or produced by the 
seller. (For example, a first-in, first-out remarketing arrangement is considered to be a priority.)
22. If a sale to a third party of property subject to an operating lease or of property that is 
leased by or intended to be leased by the third-party purchaser to another party is not to be 
recorded as a sale because of the provisions of paragraph 21 above, the transaction shall be 
accounted for as a borrowing. (Transactions of these types are in effect collateralized borrowings.) 
The proceeds from the “sale” shall be recorded as an obligation on the books of the “seller.” Until 
that obligation has been amortized under the procedure described herein, rental payments made 
by the lessee(s) under the operating lease or leases shall be recorded as revenue by the “seller,” 
even if such rentals are paid directly to the third-party purchaser. A portion of each rental shall be 
recorded by the “seller” as interest expense, with the remainder to be recorded as a reduction of 
the obligation. The interest expense shall be calculated by application of a rate determined in 
accordance with the provisions of A P B  O pinion No. 21, “Interest on Receivables and Payables,” 
paragraphs 13 and 14. The leased property shall be accounted for as prescribed in paragraph 19(a) 
for an operating lease, except that the term over which the asset is depreciated shall be limited to 
the estimated amortization period of the obligation. The sale or assignment by the lessor of lease 
payments due under an operating lease shall be accounted for as a borrowing as described above.
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Disclosures
23. When leasing, exclusive of leveraged leasing, is a significant part of the lessor’s business 
activities in terms of revenue, net income, or assets, the following information with respect to 
leases shall be disclosed in the financial statements or footnotes thereto (see Appendix D for 
illustrations):
a. For sales-type and direct financing leases:
i. The components of the net investment in sales-type and direct financing leases as of 
the date of each balance sheet presented:
a. Future minimum lease payments to be received, with separate deductions for (i) 
amounts representing executory costs, including any profit thereon, included in 
the minimum lease payments and (ii) the accumulated allowance for uncollectible 
minimum lease payments receivable.
b. The unguaranteed residual values accruing to the benefit of the lessor.
c. Unearned income (see paragraphs 17(b) and 18(b)).
ii. Future minimum lease payments to be received for each of the five succeeding fiscal 
years as of the date of the latest balance sheet presented.
iii. The amount of unearned income included in income to offset initial direct costs 
charged against income for each period for which an income statement is presented. 
(For direct financing leases only.)
iv. Total contingent rentals included in income for each period for which an income 
statement is presented.
b. For operating leases:
i. The cost and carrying amount, if different, of property on lease or held for leasing by 
major classes of property according to nature or function, and the amount of accumu­
lated depreciation in total as of the date of the latest balance sheet presented.
ii. Minimum future rentals on noncancelable leases as of the date of the latest balance 
sheet presented, in the aggregate and for each of the five succeeding fiscal years.
iii. Total contingent rentals included in income for each period for which an income 
statement is presented.
c. A general description of the lessor’s leasing arrangements.
Leases Involving Real Estate
24. For purposes of this Statement, leases involving real estate can be divided into four 
categories: (a) leases involving land only, (b) leases involving land and building(s), (c) leases 
involving equipment as well as real estate, and (d) leases involving only part of a building.
Leases Involving Land Only
25. If land is the sole item of property leased and the criterion in either paragraph 7(a) or 7(b) 
is met, the lessee shall account for the lease as a capital lease; otherwise, as an operating lease. If 
the criteria set forth in paragraph 8 are also met, the lessor shall account for the lease as a 
sales-type or direct financing lease, whichever is appropriate (see paragraphs 6(b)(i) and 6(b)(ii)); 
otherwise, as an operating lease. Criteria 7(c) and 7(d) are not applicable to land leases. Because 
ownership of the land is expected to pass to the lessee if either criterion 7(a) or 7(b) is met, the 
asset recorded under the capital lease would not normally be amortized.
Leases Involving Land and Building(s)
26. Leases involving both land and building(s) shall be accounted for as follows:
a. Lease meets either criterion 7(a) or 7(b):
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i. Lessee’s accounting: If either criterion (a) or (b) of paragraph 7 is met, the land and 
building shall be separately capitalized by the lessee. For this purpose, the present 
value of the minimum lease payments after deducting executory costs, including any 
profit thereon, shall be allocated between the two elements in proportion to their 
fair values at the inception of the lease. The building shall be amortized in accor­
dance with the provisions of paragraph 11(a). As stated in paragraph 25, land 
capitalized under a lease that meets criterion (a) or (b) of paragraph 7 would not 
normally be amortized.
ii. Lessor’s accounting: If either criterion (a) or (b) of paragraph 7 is met and the 
criteria of paragraph 8 are also met, the lessor shall account for the lease as a single 
unit, either as a sales-type lease or as a direct financing lease as appropriate under 
paragraphs 6(b)(i) and 6(b)(ii). If the criteria of paragraph 8 are not met, the lessor 
shall account for the lease as an operating lease.
b. Lease meets neither criterion 7(a) nor 7(b):
i. If the fair value of the land is less than 25 percent of the total fair value of the leased 
property at the inception of the lease: Both the lessee and the lessor shall consider 
the land and the building as a single unit for purposes of applying the criteria of 
paragraphs 7(c) and 7(d). For purposes of applying the criterion of paragraph 7(c), 
the estimated economic life of the building shall be considered as the estimated 
economic life of the unit.
a. Lessee’s accounting: If either criterion (c) or (d) of paragraph 7 is met, the lessee 
shall capitalize the land and building as a single unit and amortize it in accor­
dance with the provisions of paragraph 11(b); otherwise, the lease shall be 
accounted for as an operating lease.
b. Lessor’s accounting: If either criterion (c) or (d) of paragraph 7 and the criteria 
of paragraph 8 are met, the lessor shall account for the lease as a single unit, 
either as a sales-type lease or as a direct financing lease as appropriate under 
paragraphs 6(b)(i) and 6(b)(ii); otherwise, the lease shall be accounted for as an 
operating lease.
ii. If the fair value of the land is 25 percent or more of the total fair value of the leased 
property at the inception of the lease: Both the lessee and lessor shall consider the 
land and the building separately for purposes of applying the criteria of paragraphs 
7(c) and 7(d). The minimum lease payments after deducting executory costs, includ­
ing any profit thereon, applicable to the land and the building shall be separated both 
by the lessee and the lessor by determining the fair value of the land and applying 
the lessee’s incremental borrowing rate to it to determine the annual minimum lease 
payments applicable to the land element; the remaining minimum lease payments 
shall be attributed to the building element.
a. Lessee’s accounting: If the building element of the lease meets criterion (c) or (d) 
of paragraph 7, the building element shall be accounted for as a capital lease and 
amortized in accordance with the provisions of paragraph 11(b). The land ele­
ment of the lease shall be accounted for separately as an operating lease. If the 
building element of the lease meets neither criterion (c) nor (d) of paragraph 7, 
both the building element and the land element shall be accounted for as a single 
operating lease.
b. Lessor’s accounting: If the building element of the lease meets criterion (c) or (d) 
of paragraph 7 and the criteria of paragraph 8, the building element shall be 
accounted for as a sales-type lease or a direct financing lease as appropriate 
under paragraphs 6(b)(i) and 6(b)(ii). The land element of the lease shall be 
accounted for separately as an operating lease. If the building element of the 
lease meets neither criterion (c) nor (d) of paragraph 7 or does not meet the
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criteria of paragraph 8, both the building element and the land element shall be 
accounted for as a single operating lease.
Leases Involving Equipment as Well as Real Estate
27. If a lease involving real estate also includes equipment, the portion of the minimum lease 
payments applicable to the equipment element of the lease shall be estimated by whatever means 
are appropriate in the circumstances. The equipment shall be considered separately for purposes 
of applying the criteria in paragraphs 7 and 8 and shall be accounted for separately according to its 
classification by both lessees and lessors.
Leases Involving Only Part of a Building
28. When the leased property is part of a larger whole, its cost (or carrying amount) and fair 
value may not be objectively determinable, as for example, when an office or floor of a building is 
leased. If the cost and fair value of the leased property are objectively determinable, both the 
lessee and the lessor shall classify and account for the lease according to the provisions of para­
graph 26. Unless both the cost and the fair value are objectively determinable, the lease shall be 
classified and accounted for as follows:
a. Lessee:
i. If the fair value of the leased property is objectively determinable, the lessee shall 
classify and account for the lease according to the provisions of paragraph 26.
ii. If the fair value of the leased property is not objectively determinable, the lessee 
shall classify the lease according to the criterion of paragraph 7(c) only, using the 
estimated economic life of the building in which the leased premises are located. If 
that criterion is met, the leased property shall be capitalized as a unit and amortized 
in accordance with the provisions of paragraph 11(b).
b. Lessor: If either the cost or the fair value of the property is not objectively determina­
ble, the lessor shall account for the lease as an operating lease.
Because of special provisions normally present in leases involving terminal space and other 
airport facilities owned by a governmental unit or authority, the economic life of such facilities for 
purposes of classifying the lease is essentially indeterminate. Likewise, the concept of fair value is 
not applicable to such leases. Since such leases also do not provide for a transfer of ownership or a 
bargain purchase option, they shall be classified as operating leases. Leases of other facilities 
owned by a governmental unit or authority wherein the rights of the parties are essentially the 
same as in a lease of airport facilities described above shall also be classified as operating leases. 
Examples of such leases may be those involving facilities at ports and bus terminals.
Leases Between Related Parties
29. Except as noted below, leases between related parties (as defined in paragraph 5(a)) shall 
be classified in accordance with the criteria in paragraphs 7 and 8. Insofar as the separate financial 
statements of the related parties are concerned, the classification and accounting shall be the same 
as for similar leases between unrelated parties, except in cases where it is clear that the terms of 
the transaction have been significantly affected by the fact that the lessee and lessor are related. 
In such cases the classification and/or accounting shall be modified as necessary to recognize 
economic substance rather than legal form. The nature and extent of leasing transactions with 
related parties shall be disclosed.
30. In consolidated financial statements or in financial statements for which an interest in an 
investee is accounted for on the equity basis, any profit or loss on a leasing transaction with the 
related party shall be accounted for in accordance with the principles set forth in A R B  No. 51, 
“Consolidated Financial Statements,” or A P B  O pinion N o. 18, whichever is applicable.
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31. The accounts of subsidiaries (regardless of when organized or acquired) whose principal 
business activity is leasing property or facilities to the parent or other affiliated companies shall be 
consolidated. The equity method is not adequate for fair presentation of those subsidiaries be­
cause their assets and liabilities are significant to the consolidated financial position of the enter­
prise.
Sale-Leaseback Transactions
32. Sale-leaseback transactions involve the sale of property by the owner and a lease of the 
property back to the seller.
33. If the lease meets one of the criteria for treatment as a capital lease (see paragraph 7), the 
seller-lessee shall account for the lease as a capital lease; otherwise, as an operating lease. Except 
as noted below, any profit or loss on the sale shall be deferred and amortized in proportion to the 
amortization of the leased asset,23 if a capital lease, or in proportion to rental payments over the 
period of time the asset is expected to be used, if an operating lease. However, when the fair value 
of the property at the time of the transaction is less than its undepreciated cost, a loss shall be 
recognized immediately up to the amount of the difference between undepreciated cost and fair 
value.
34. If the lease meets the criteria in paragraphs 7 and 8, the purchaser-lessor shall record the 
transaction as a purchase and a direct financing lease; otherwise, he shall record the transaction as 
a purchase and an operating lease.
Accounting and Reporting for Subleases and Similar Transactions
35. This section deals with the following types of leasing transactions:
a. The leased property is re-leased by the original lessee to a third party, and the lease 
agreement between the two original parties remains in effect (a sublease).
b. A new lessee is substituted under the original lease agreement. The new lessee becomes 
the primary obligor under the agreement, and the original lessee may or may not be 
secondarily liable.
c. A new lessee is substituted through a new agreement, with cancellation of the original 
lease agreement.
Accounting by the Original Lessor
36. If the original lessee enters into a sublease or the original lease agreement is sold or 
transferred by the original lessee to a third party, the original lessor shall continue to account for 
the lease as before.
37. If the original lease agreement is replaced by a new agreement with a new lessee, the 
lessor shall account for the termination of the original lease as provided in paragraph 17(f) and 
shall classify and account for the new lease as a separate transaction.
Accounting by the Original Lessee
38. If the nature of the transaction is such that the original lessee is relieved of the primary 
obligation under the original lease, as would be the case in transactions of the type described in 
paragraphs 35(b) and 35(c), the termination of the original lease agreement shall be accounted for 
as follows:
a. If the original lease was a capital lease, the asset and obligation representing the original 
lease shall be removed from the accounts, gain or loss shall be recognized for the differ­
23lf  the leased asset is land only, the amortization shall be on a straight-line basis over the lease term.
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ence, and, if the original lessee is secondarily liable, the loss contingency shall be treated 
as provided by F A SB  S ta tem ent N o. 5, +Accounting for Contingencies.” Any considera­
tion paid or received upon termination shall be included in the determination of gain or 
loss to be recognized.
b. If the original lease was an operating lease and the original lessee is secondarily liable, 
the loss contingency shall be treated as provided by F A SB  S ta tem ent N o. 5.
39. If the nature of the transaction is such that the original lessee is not relieved of the 
primary obligation under the original lease, as would be the case in transactions of the type 
described in paragraph 35(a), the original lessee, as sublessor, shall account for the transaction as 
follows:
a. If the original lease met either criterion (a) or (b) of paragraph 7, the original lessee shall 
classify the new lease in accordance with the criteria of paragraphs 7 and 8. If the new 
lease meets one of the criteria of paragraph 7 and both of the criteria of paragraph 8, it 
shall be accounted for as a sales-type or direct financing lease, as appropriate, and the 
unamortized balance of the asset under the original lease shall be treated as the cost of 
the leased property. If the new lease does not qualify as a sales-type or direct financing 
lease, it shall be accounted for as an operating lease. In either case, the original lessee 
shall continue to account for the obligation related to the original lease as before.
b. If the original lease met either criterion (c) or (d) but not criterion (a) or (b) of paragraph 
7, the original lessee shall, with one exception, classify the new lease in accordance with 
the criteria of paragraphs 7(c) and 8 only. If it meets those criteria, it shall be accounted 
for as a direct financing lease, with the unamortized balance of the asset under the 
original lease treated as the cost of the leased property; otherwise, as an operating lease. 
In either case, the original lessee shall continue to account for the obligation related to 
the original lease as before. The one exception arises when the timing and other cir­
cumstances surrounding the sublease are such as to suggest that the sublease was 
intended as an integral part of an overall transaction in which the original lessee serves 
only as an intermediary. In that case, the sublease shall be classified according to the 
criteria of paragraphs 7(c) and 7(d), as well as the criteria of paragraph 8. In applying the 
criterion of paragraph 7(d), the fair value of the leased property shall be the fair value to 
the original lessor at the inception of the original lease.
c. If the original lease is an operating lease, the original lessee shall account for both it and 
the new lease as operating leases.
Accounting by the New Lessee
40. The new lessee shall classify the lease in accordance with the criteria of paragraph 7 and 
account for it accordingly.
Accounting and Reporting for Leveraged Leases
41. From the standpoint of the lessee, leveraged leases shall be classified and accounted for 
in the same manner as non-leveraged leases. The balance of this section deals with leveraged 
leases from the standpoint of the lessor.
42. For purposes of this Statement, a leveraged lease is defined as one having all of the 
following characteristics:
a. Except for the exclusion of leveraged leases from the definition of a direct financing lease 
as set forth in paragraph 6(b)(ii), it otherwise meets that definition. Leases that meet the 
definition of sales-type leases set forth in paragraph 6(b)(i) shall not be accounted for as 
leveraged leases but shall be accounted for as prescribed in paragraph 17.
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b. It involves at least three parties: a lessee, a long-term creditor, and a lessor (commonly 
called the equity participant).
c. The financing provided by the long-term creditor is nonrecourse as to the general credit 
of the lessor (although the creditor may have recourse to the specific property leased and 
the unremitted rentals relating to it). The amount of the financing is sufficient to provide 
the lessor with substantial “leverage” in the transaction.
d. The lessor’s net investment, as defined in paragraph 43, declines during the early years 
once the investment has been completed and rises during the later years of the lease 
before its final elimination. Such decreases and increases in the net investment balance 
may occur more than once.
A lease meeting the preceding definition shall be accounted for by the lessor using the method 
described in paragraphs 43-47; an exception arises if the investment tax credit is accounted for 
other than as stated in paragraphs 43 and 44,24 in which case the lease shall be classified as a direct 
financing lease and accounted for in accordance with paragraph 18. A lease not meeting the 
definition of a leveraged lease shall be accounted for in accordance with its classification under 
paragraph 6(b).
43. The lessor shall record his investment in a leveraged lease net of the nonrecourse debt. 
The net of the balances of the following accounts shall represent the initial and continuing invest­
ment in leveraged leases:
a. Rentals receivable, net of that portion of the rental applicable to principal and interest 
on the nonrecourse debt.
b. A receivable for the amount of the investment tax credit to be realized on the transac­
tion.
c. The estimated residual value of the leased asset.
d. Unearned and deferred income consisting of (i) the estimated pretax lease income (or 
loss), after deducting initial direct costs, remaining to be allocated to income over the 
lease term and (ii) the investment tax credit remaining to be allocated to income over the 
lease term.
The investment in leveraged leases less deferred taxes arising from differences between pretax 
accounting income and taxable income shall represent the lessor’s net investment in leveraged 
leases for purposes of computing periodic net income from the lease, as described in paragraph 44.
44. Given the original investment and using the projected cash receipts and disbursements 
over the term of the lease, the rate of return on the net investment in the years25 in which it is 
positive shall be computed. The rate is that rate which when applied to the net investment in the 
years in which the net investment is positive will distribute the net income to those years (see 
Appendix E, Schedule 3) and is distinct from the interest rate implicit in the lease as defined in 
paragraph 5(k). In each year, whether positive or not, the difference between the net cash flow 
and the amount of income recognized, if any, shall serve to increase or reduce the net investment 
balance. The net income recognized shall be composed of three elements: two, pretax lease income 
(or loss) and investment tax credit, shall be allocated in proportionate amounts from the unearned 
and deferred income included in net investment, as described in paragraph 43; the third element is 
the tax effect of the pretax lease income (or loss) recognized, which shall be reflected in tax 
expense for the year. The tax effect of the difference between pretax accounting income (or loss) 
and taxable income (or loss) for the year shall be charged or credited to deferred taxes. The 
accounting prescribed in paragraph 43 and in this paragraph is illustrated in Appendix E.
24It is recognized that the investment tax credit may be accounted for other than as prescribed in this Statement, as 
provided by Congress in the Revenue Act of 1971.
“ The use of the term “years” is not intended to preclude application of the accounting prescribed in this paragraph to 
shorter accounting periods.
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45. If the projected net cash receipts26 over the term of the lease are less than the lessor’s 
initial investment, the deficiency shall be recognized as a loss at the inception of the lease. 
Likewise, if at any time during the lease term the application of the method prescribed in para­
graphs 43 and 44 would result in a loss being allocated to future years, that loss shall be recognized 
immediately. This situation might arise in cases where one of the important assumptions affecting 
net income is revised (see paragraph 46).
46. Any estimated residual value and all other important assumptions affecting estimated 
total net income from the lease shall be reviewed at least annually. If during the lease term the 
estimate of the residual value is determined to be excessive and the decline in the residual value is 
judged to be other than temporary or if the revision of another important assumption changes the 
estimated total net income from the lease, the rate of return and the allocation of income to 
positive investment years shall be recalculated from the inception of the lease following the 
method described in paragraph 44 and using the revised assumption. The accounts constituting 
the net investment balance shall be adjusted to conform to the recalculated balances, and the 
change in the net investment shall be recognized as a gain or loss in the year in which the 
assumption is changed. An upward adjustment of the estimated residual value shall not be made. 
The accounting prescribed in this paragraph is illustrated in Appendix E.
47. For purposes of presenting the investment in a leveraged lease in the lessor’s balance 
sheet, the amount of related deferred taxes shall be presented separately (from the remainder of 
the net investment), as prescribed in A P B  O pinion No. 11, “Accounting for Income Taxes,” 
paragraphs 57, 59, and 64. In the income statement or the notes thereto, separate presentation 
(from each other) shall be made of pretax income from the leveraged lease, the tax effect of pretax 
income, and the amount of investment tax credit recognized as income during the period. When 
leveraged leasing is a significant part of the lessor’s business activities in terms of revenue, net 
income, or assets, the components of the net investment balance in leveraged leases as set forth in 
paragraph 43 shall be disclosed in the footnotes to the financial statements. Appendix E contains 
an illustration of the balance sheet, income statement, and footnote presentation for a leveraged 
lease.
Effective Date and Transition
48. The preceding paragraphs of this Statement shall be effective for leasing transactions and 
lease agreement revisions (see paragraph 9) entered into on or after January 1, 1977. However, 
leasing transactions or revisions of agreements consummated on or after January 1 ,  1977 pursuant 
to the terms of a commitment made prior to that date and renewal options exercised under 
agreements existing or committed prior to that date shall not be considered as leasing transac­
tions or lease agreement revisions entered into after January 1, 1977 if such commitment is in 
writing, signed by the parties in interest to the transaction, including the financing party,27 if any, 
when specific financing is essential to the transaction, and specifically sets forth the principal 
terms of the transaction. The disclosures called for in the preceding paragraphs of this Statement 
shall be included in financial statements for calendar or fiscal years ending after December 31, 
1976.28 Earlier application of the preceding paragraphs of this Statement, including retroactive 
application to all leases regardless of when they were entered into or committed is encouraged 
but, until the effective date specified in paragraph 49, is not required. If applied retroactively, 
financial statements presented for prior periods shall be restated according to the provisions of 
paragraph 51.
26For purposes of this paragraph, net cash receipts shall be gross cash receipts less gross cash disbursements 
exclusive of the lessor’s initial investment.
27For purposes of this paragraph, the term “financing party” shall include an interim lender pending long-term 
financing.
28For an enterprise having a fiscal year of 52 or 53 weeks ending in the last seven days in December or the first seven 
days in January, references to December 31 in paragraphs 48-51 shall mean the date in December or January on which the 
fiscal year ends.
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49. For purposes of financial statements for calendar or fiscal years beginning after De­
cember 31, 1980, paragraphs 1-47 of this Statement shall be applied retroactively, and any accom­
panying financial statements presented for prior periods shall be restated as may be required by 
the provisions of paragraph 51.
50. If paragraphs 1-47 are not applied initially on a retroactive basis, as permitted by para­
graph 48, those leases existing or committed at December 3 1 , 1976 shall be subject to the following 
provisions until such time as paragraphs 1-47 are applied retroactively to all leases.
a. For purposes of applying the presentation and disclosure requirements of this Statement 
applicable to lessees, those leases existing or committed at December 31, 1976 that are 
capitalized in accordance with the provisions of superseded A P B  O pinion N o. 5 shall be 
considered as capital leases, and those leases existing or committed at December 31, 
1976 that are classified and accounted for as operating leases shall be considered as 
operating leases. For those leases that are classified and accounted for as operating 
leases but that meet the criteria of paragraph 7 for classification as capital leases, 
separate disclosure of the following information shall be made for purposes of financial 
statements for the year ending December 31, 1977 and for years ending thereafter:
i. The amounts of the asset and the liability that would have been included in the 
balance sheet had those leases been classified and accounted for in accordance with 
the provisions of paragraphs 1-47. This information shall also be disclosed for bal­
ance sheets as of December 31, 1976 and thereafter when such balance sheets are 
included in the financial statements referred to in paragraph 50(a) above.
ii. The effect on net income that would have resulted if those leases had been classified 
and accounted for in accordance with the provisions of paragraphs 1-47. This infor­
mation shall also be disclosed for income statements for periods beginning after 
December 31, 1976 when such income statements are included in the aforementioned 
financial statements.
b. For purposes of applying the presentation and disclosure requirements of this Statement 
applicable to lessors, those leases existing or committed at December 31, 1976 that are 
accounted for as sales, financing leases, and as operating leases in accordance with 
superseded A P B  O pinions No. 7 and 27 shall be considered as sales-type leases, as 
direct financing leases, and as operating leases, respectively. (Refer to (c) below for 
provisions applicable to leveraged leases.) For those leases existing or committed at 
December 31, 1976 that are classified and accounted for as operating leases but that 
meet the criteria of paragraphs 7 and 8 for classification as direct financing leases or 
sales-type leases, separate disclosure of the following information shall be made for 
purposes of financial statements for the year ending December 31, 1977 and for years 
ending thereafter:
i. The amount of the change in net worth that would have resulted had the leases been 
classified and accounted for in accordance with the provisions of paragraphs 1-47. 
This information shall also be disclosed for balance sheets as of December 31, 1976 
and thereafter when such balance sheets are included in the foregoing financial 
statements referred to in paragraph 50(b) above.
ii. The effect on net income that would have resulted if the leases had been classified 
and accounted for in accordance with the provisions of paragraphs 1-47. This infor­
mation shall also be disclosed for income statements for periods beginning after 
December 31, 1976 when such income statements are included in the aforementioned 
financial statements.
c. For those leases that meet the criteria of paragraph 42 (leveraged leases) but that are 
accounted for other than as prescribed in paragraphs 1-47, separate disclosure of the 
following information shall be made for purposes of lessors’ financial statements for the 
year ending December 31, 1977 and for years ending thereafter:
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i. The amounts of the net changes in total assets and in total liabilities that would have 
resulted had the leases been classified and accounted for in accordance with the 
provisions of paragraphs 1-47. This information shall also be disclosed for balance 
sheets as of December 31, 1976 and thereafter when such balance sheets are in­
cluded in the financial statements referred to in paragraph 50(c) above.
ii. The effect on net income that would have resulted if the leases had been classified 
and accounted for in accordance with the provisions of paragraphs 1-47. This infor­
mation shall also be disclosed for income statements for periods beginning after 
December 3 1 , 1976 when such income statements are included in the aforementioned 
financial statements.
51. Paragraph 49 requires retroactive application of paragraphs 1-47 for purposes of financial 
statements for calendar or fiscal years beginning after December 31, 1980, and paragraph 48 
encourages earlier retroactive application. If after retroactive application is adopted, financial 
statements for earlier periods and financial summaries or other data derived from them are 
presented, they shall be restated in accordance with the following requirements to conform to the 
provisions of paragraphs 1-47:
a. Such restatements shall include the effects of leases that were in existence during the 
periods covered by the financial statements even if those leases are no longer in exis­
tence.
b. Balance sheets presented as of December 3 1 , 1976 and thereafter and income statements 
presented for periods beginning after December 31, 1976 and financial summaries and 
other data derived from those financial statements shall be restated to conform to the 
provisions of paragraphs 1-47.
c. Balance sheets as of dates before December 31, 1976 and income statements for periods 
beginning before December 31, 1976 shall, when presented, be restated to conform to 
the provisions of paragraphs 1-47 for as many consecutive periods immediately preced­
ing December 31, 1976 as is practicable. Summaries or other data presented based on 
such balance sheets and income statements shall be treated in like manner.
d. The cumulative effect of applying paragraphs 1-47 on the retained earnings at the begin­
ning of the earliest period restated shall be included in determining net income of that 
period (see paragraph 20 of A P B  O pinion N o. 20, “Accounting Changes”).29 The effect 
on net income of applying paragraphs 1-47 in the period in which the cumulative effect is 
included in determining net income shall be disclosed for that period, and the reason for 
not restating the prior periods presented shall be explained.
The provisions of this Statement need 
not be applied to immaterial items.
This S ta tem ent w as adopted by the affirm ative votes o f  f iv e  m em bers o f  the F inan cia l A c ­
counting S tan dards B oard. M r. K irk  dissen ted.
Mr. Kirk dissents primarily because he does not believe that the front-ending of lease income 
required by paragraph 44 for leveraged leases versus the method of lease income recognition 
required by paragraph 18(b) for direct financing leases is justified by any significant economic 
(i.e., cash flow) differences between the two types of leases. The front-ending of leveraged lease 
income results from treating the related debt and deferred tax benefits (principally the latter) as
29Pro forma disclosures required by paragraphs 19(d) and 21 of APB Opinion No. 20 are not applicable.
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valuation accounts, and Mr. Kirk believes that the treatment as valuation accounts is unwar­
ranted.
The leasing business is a leveraged business. Many leases are partially financed by recourse 
debt; some leases are partially financed by nonrecourse debt. Mr. Kirk believes the cash inflows 
from the lessee and the outflows to the creditor can be similar whether the debt is recourse or 
nonrecourse, and he does not believe that a difference in the method of financing a lease should be 
a factor in determining the pattern of recognizing lease income (and interest expense) as is 
required by. this Statement. Mr. Kirk also objects to the inconsistent classification of nonrecourse 
debt required by this Statement (i.e., if the lease meets the criteria of paragraph 42, the non­
recourse debt financing the lease is a valuation account and not a liability; if the lessor is the 
manufacturer of the leased asset or if the lease does not meet all the criteria of paragraph 42, the 
nonrecourse debt is a liability).
The amount and timing of the cash flow benefits resulting from the tax attributes of a leased 
asset are the same to the lessor whether he finances the asset with recourse debt, with non­
recourse debt, or with equity. A difference in the method of financing the lease should not, in the 
opinion of Mr. Kirk, result in a difference in accounting for deferred taxes. This Statement, 
however, requires that deferred income tax balances arising from tax timing differences be 
accounted for as a valuation account (for purposes of computing periodic lease income) only if (a) 
the lease is financed with su bstan tia l nonrecourse debt and (b) the lessor accounts for the benefit 
from the investment tax credit as a valuation account. The special treatment of these deferred tax 
benefits as valuation accounts results in a net investment that declines in the early years and rises 
during the later years; that result then requires the front-ending of lease income. Also, Mr. Kirk 
can see no reason why the method of accounting for the investment tax credit should determine 
the accounting for deferred income taxes and, therefore, the pattern of lease income recognition.
Mr. Kirk also believes the treatment of deferred taxes and the required method of accounting 
for changes in assumptions (paragraph 46) result in the deferred taxes related to leveraged leases 
being accounted for by the lia b ility  m ethod, which is not in conformity with the requirements of 
A P B  O pinion N o. 11, “Accounting for Income Taxes,” and the accounting for deferred taxes 
related to other leases.
In order to avoid having (a) the method of financing, (b) the debt repayment schedule, and (c) 
the method of accounting for deferred tax benefits influence the pattern of recognition of lease 
income, interest expense, and initial direct costs (as is the case for those leases meeting the 
criteria of paragraph 42), Mr. Kirk believes it is necessary to use the ordinary financing lease 
method (paragraph 109(a)) for all financing leases, including those financed with nonrecourse 
debt. However, in view of the present inconsistencies in accounting for nonrecourse debt, Mr. 
Kirk would not have dissented to a requirement that the three-party financing lease method 
(paragraph 109(b)) be used for financing leases financed with nonrecourse debt. Both methods 
avoid the inconsistent treatment of nonrecourse debt and the front-ending of lease income.
Mr. Kirk also dissents because he objects to the exemption in paragraph 28 that applies to 
certain facilities leased from governmental units because of special provisions n o rm a lly  present in 
those leases. Mr. Kirk believes the classification of all leases, regardless of the nature of the asset 
or lessor, should be determined by application of the criteria in paragraphs 7 and 8.
M em bers o f  the F inan cia l A ccounting S tan dards Board:
M arshall S . A rmstrong, C hairm an
Os c a r  S. G e l l e in
D onald J .  K irk
A rthur  L . L itke
R obert E . M ays
R obert T . S prouse
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APPENDIX A
Background Information
52. The growing importance of leasing as a financing device was recognized by the accounting 
profession as early as 1949, when the AI[CP]A issued A ccounting R esearch B u lletin  N o. 38, 
“Disclosure of Long-Term Leases in Financial Statements of Lessees.” In early 1960, the newly 
formed APB recognized the importance of the matter by including lease accounting as one of the 
first five topics to be studied by the AICPA’s Accounting Research Division. That project culmi­
nated in 1962 with the publication of A ccounting R esearch S tu d y  N o. 4 , “Reporting of Leases in 
Financial Statements,” and shortly thereafter the APB took up the subject. In all, during the ten 
years ending June 30, 1973, the APB issued four Opinions (No. 5, 7, 27, and 31) dealing with 
leases. They were supplemented by three AICPA Accounting Interpretations. The last of the 
APB Opinions, A P B  O pinion No. 3 1 , “Disclosure of Lease Commitments by Lessees,” as its name 
implies, dealt only with disclosure. The APB had previously acknowledged that certain questions 
remained in connection with Opinions 5 and 7 and had publicly announced its intention to give 
those questions further consideration. The APB decided, however, to deal only with additional 
disclosure requirements. In paragraph 5 of A P B  O pinion No. 31, which was approved in June 
1973, the APB noted that:
. . . disclosure of lease commitments is part of the broad subject of accounting for 
leases by lessees, a subject which has now been placed on the agenda of the Financial 
Accounting Standards Board. The Board [APB] also recognizes that the forthcoming 
report of the Study Group on the Objectives of Financial Statements may contain 
recommendations which will bear on this subject and which the FASB may consider in 
its deliberations. Accordingly, the Board is refraining from establishing any disclosure 
requirements which may prejudge or imply any bias with respect to the outcome of the 
FASB’s undertaking, particularly in relation to the questions of which leases, if any, 
should be capitalized and how such capitalization may influence the income statement. 
Nevertheless, in the meantime the Board recognizes the need to improve the disclosure 
of lease commitments in order that users of financial statements may be better in­
formed.
53. The SEC, too, has issued a number of pronouncements on accounting for leases, including 
three Accounting Series Releases: No. 132, 141, and 147, adopted on October 5, 1973. The latter 
Release imposes essentially the same disclosure requirements with respect to total rental expense 
and minimum rental commitments as A P B  O pinion N o. 31. However, it makes mandatory the 
disclosure of the present value of certain lease commitments (defined differently from the optional 
present value disclosure included in A P B  O pinion No. 31. In addition, it requires disclosure of the 
impact on net income had “financing” leases been capitalized, a disclosure not called for by A P B  
O pinion N o. 31.
54. Despite the attention that the accounting profession has given to the matter of accounting 
for leases, inconsistencies remain in lease accounting practices, and differences of opinion as to 
what should be done about them remain. In recognition of that fact, the FASB placed on its initial 
agenda a project on Accounting for Leases. In October 1973, a task force of 11 persons from 
industry, government, public accounting, the financial community, and academe was appointed to 
provide counsel to the Board in preparing a Discussion Memorandum analyzing issues related to 
the project.
55. As indicated above, accounting for leases is a subject which has been thoroughly studied 
over a long period of time and on which numerous pronouncements have been made. Extensive 
research has been carried out; several public hearings have been held for which position papers 
were filed by many interested parties and groups; especially appointed committees, not only of the 
Accounting Principles Board, but of a number of other organizations, have analyzed and debated
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the issues. A considerable number of the studies and articles on lease accounting were available to 
the Board, many of which are summarized or identified in the Discussion Memorandum. In 
addition, the FASB staff surveyed the accounting and reporting practices of a number of lessee 
and lessor companies, the results of which are set forth in Appexdix C to the Discussion 
Memorandum. The staff also met on a number of occasions with representatives of various organi­
zations interested in leasing for the purpose of obtaining specialized information helpful to the 
Board’s consideration of the various issues involved in accounting for leases.
56. The Board issued its Discussion Memorandum on July 2, 1974, and on November 18-21, 
1974 held a public hearing on the subject. The Board received 306 position papers, letters of 
comment, and outlines of oral presentations in response to the Discussion Memorandum, and 32 
presentations were made at the public hearing.
57. On August 2 6 , 1975, the Financial Accounting Standards Board issued an Exposure Draft 
of a Proposed Statement of Financial Accounting Standards on Accounting for Leases that, if 
adopted, would have been effective for leasing transactions entered into on or after January 1, 
1976. Two hundred and fifty letters of comment were received in response to that Exposure 
Draft. The Board announced on November 25, 1975 that, because of the need to analyze the large 
number of responses and the complexity of the issues involved, it would be unable to issue a final 
Statement in 1975 but expected to do so early in 1976. A further announcement made by the Board 
on June 2 ,  1976 stated that a number of modifications were being made to the Exposure Draft and 
that a second Exposure Draft would be issued for public comment preparatory to the expected 
issuance of a final Statement in 1976.
58. The Board issued the second Exposure Draft of a Proposed Statement of Financial 
Accounting Standards on Accounting for Leases on July 22, 1976. Two hundred and eighty-two 
letters of comment were received in response to that Exposure Draft.
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APPENDIX B
Basis for Conclusions
59. This Appendix discusses factors deemed significant by the Board in reaching the conclu­
sions in this Statement, including various alternatives considered and reasons for accepting some 
and rejecting others.
60. The provisions of this Statement derive from the view that a lease that transfers substan­
tially all of the benefits and risks incident to the ownership of property should be accounted for as 
the acquisition of an asset and the incurrence of an obligation by the lessee and as a sale or 
financing by the lessor. All other leases should be accounted for as operating leases. In a lease that 
transfers substantially all of the benefits and risks of ownership, the economic effect on the parties 
is similar, in many respects, to that of an installment purchase. This is not to say, however, that 
such transactions are necessarily “in substance purchases” as that term is used in previous 
authoritative literature.
61. The transfer of substantially all the benefits and risks of ownership is the concept em­
bodied in previous practice in lessors’ accounting, having been articulated in both A P B  Opinion  
N o. 7, “Accounting for Leases in Financial Statements of Lessors,” and A P B  O pinion N o. 27, 
“Accounting for Lease Transactions by Manufacturer or Dealer Lessors,” as a basis for determin­
ing whether a lease should be accounted for as a financing or sale or as an operating lease. 
However, a different concept has existed in the authoritative literature for lessees’ accounting, as 
evidenced by A P B  O pinion N o. 5, “Reporting of Leases in Financial Statements of Lessee.” That 
Opinion required capitalization of those leases that are “clearly in substance installment purchases 
of property,” which it essentially defined as those leases whose terms “result in the creation of a 
material equity in the property.” Because of this divergence in both concept and criteria, a 
particular leasing transaction might be recorded as a sale or as a financing by the lessor and as an 
operating lease by the lessee. This difference in treatment has been the subject of criticism as 
being inconsistent conceptually, and some of the identifying criteria for classifying leases, particu­
larly those applying to lessees’ accounting, have been termed vague and subject to varied in­
terpretation in practice.
62. The Board believes that this Statement removes most, if not all, of the conceptual 
differences in lease classification as between lessors and lessees and that it provides criteria for 
such classification that are more explicit and less susceptible to varied interpretation than those in 
previous literature.
63. Some members of the Board who support this Statement hold the view that, regardless of 
whether substantially all the benefits and risks of ownership are transferred, a lease, in transfer­
ring for its term the right to use property, gives rise to the acquisition of an asset and the 
incurrence of an obligation by the lessee which should be reflected in his financial statements. 
Those members nonetheless support this Statement because, to them, (i) it clarifies and im­
proves the guidelines for implementing the conceptual basis previously underlying accounting for 
leases and (ii) it represents an advance in extending the recognition of the essential nature of 
leases.
Definition of a Lease
64. Some respondents took the position that nuclear fuel leases, sometimes called “heat 
supply” or “burn up” contracts, should be excluded from the definition of a lease on the grounds 
that such agreements are of the same nature as take-or-pay contracts to supply other types of fuel 
such as coal or oil which are excluded. The Board’s conclusion that nuclear fuel leases meet the 
definition of a lease as expressed in paragraph 1 is based on the fact that under present generally 
accepted accounting principles a nuclear fuel installation constitutes a depreciable asset. Thus, a
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nuclear fuel lease conveys the right to use a depreciable asset whereas contracts to supply coal or 
oil do not. The fact that the latter contracts may be take-or-pay, in the Board’s view, is irrelevant 
to this central point.
Classification of Leases
65. The Board believes that the characteristics of a leasing transaction should determine its 
classification in terms of the appropriate accounting treatment by both the lessee and lessor; this 
is to say that the characteristics that identify a lease as a capital lease, as distinct from an 
operating lease, from the standpoint of the lessee should, with certain exceptions identified in this 
Statement, be the same attributes that identify a direct financing or sales-type lease, as distinct 
from an operating lease, from the standpoint of the lessor. The principal exceptions referred to 
are those stated in paragraph 8.
66. The Board considered and rejected, for the reason set forth in paragraph 65, the argu­
ment that the difference in the nature of the lessor’s and lessee’s businesses is often sufficient to 
warrant different classification of a lease by the two parties.
67. Some respondents to the Discussion Memorandum and Exposure Drafts, while agreeing 
generally with the premise that the nature of the transaction should govern its classification by 
both the lessee and lessor, pointed out that there is no assurance that the transaction will be 
discerned identically by both parties. However, the Board believes that by adopting essentially 
the same criteria for classification of leases by both parties (see paragraph 65), as contrasted with 
the difference in criteria previously existing between A P B  O pinion N o. 5, concerning lessee 
accounting, and A P B  O pinions N o. 7 and 27, concerning lessor accounting, and, by virtue of the 
fact that the criteria adopted are in some respects more explicit than those referred to in those 
Opinions, that a significant improvement in consistency of classification can be achieved.
68. A large number of respondents favored capitalization by lessees of only those leases that 
they would classify as “in substance installment purchases.” A wide range of preferences was 
expressed as to the criteria to be used to identify such leases. Most prominent among these was the 
“material equity” criterion that is the basic criterion of A P B  O pinion No. 5 and that is discussed in 
paragraph 73. Most of those favoring this concept would apply it only to the lessee rather than to 
both parties.
69. The Board considered the concept for capitalization by the lessee of those leases that are 
“in substance installment purchases.” Such leases, if identifiable, would be encompassed within 
the concept described in paragraph 60, but, by itself, the installment purchase concept, in the 
Board’s view, is too limiting as a basis for lease capitalization. Taken literally, the concept would 
apply only to those leases that automatically transfer ownership. All other leases contain charac­
teristics not found in installment purchases, such as the reversion of the property to the lessor at 
the termination of the lease.
70. Some respondents advocated capitalization of leases that give rise to what they term 
“debt in a strict legal sense.” A number of the respondents in this group were also represented in 
the group referred to in paragraph 68, indicating that they view the two concepts as not being 
mutually exclusive. The argument advanced is essentially that some leases contain clauses that 
make the lessee’s obligation absolute and unconditional, and because the obligation is absolute, 
such clauses should be made the determinant for capitalization of leases containing them. Those 
advancing this view generally appeared to be focusing on the liability aspect of the transaction 
rather than on the nature of the corresponding asset to be recorded. Few had any comment to 
offer concerning cases in which the “legal debt” assumed by the lessee represents only a portion of 
the asset’s cost; nor was it clear from the comments how, if at all, the concept of “legal debt” 
standing alone should affect accounting for the lease by the lessor.
71. The Board noted that the determination of whether a lease obligation represents debt in 
the strict legal sense would of necessity rest primarily on court decisions, and that such decisions
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have arisen almost entirely from litigation involving bankruptcy, reorganization, or taxation. The 
Board concluded that legal distinctions of this nature were apt to be neither relevant nor practical 
in application to the accounting issue of lease capitalization. The Board believes further that, in 
most instances where the lessee has assumed an unconditional obligation that the courts might 
hold to be legal debt, it is reasonable to assume that he will have protected his interest through 
other features in the agreement that are likely to meet one or more of the criteria for capitalization 
stated in paragraph 7. The Board accordingly rejected the concept of “legal debt” as a determinant 
for lease capitalization.
Criteria for Classification
72. The Discussion Memorandum listed 14 criteria as having some support for use in classify­
ing leases by lessees. A number of criteria, including some of the 14, were also listed for possible 
use in classifying leases by lessors. Among the respondents, opinion was divided as to the criteria 
that identify leases that should be capitalized by the lessee as well as to those criteria that identify 
leases that should be recorded as sales or financing leases by lessors. The Board concluded that 
many of the listed criteria were overlapping, i.e., that the basic idea contained in one also was 
embodied in others designed to identify the same attribute. The Board believes that the criteria 
stated in paragraphs 7 and 8 contain the essence of the listed criteria except those that the Board 
did not consider relevant or suitable. The basis for the Board’s adoption or rejection of individual 
criteria is the concept discussed in paragraph 60, namely, the transfer of substantially all of the 
benefits and risks incident to the ownership of property. The following discusses the Board’s 
conclusions with respect to each of the 14 criteria listed in the lessee section of the Discussion 
Memorandum together with 5 other criteria that were dealt with in the lessor section. These last 5 
are discussed in paragraphs 87-90.
73. Lessee bu ilds up a m a teria l equ ity  in  the leased property . Many of the respondents 
favored the material equity criterion as contained in A P B  O pinion N o. 5 as the principal basis for 
lease capitalization by the lessee. Of the criteria selected by the Board, the criterion stated in 
paragraph 7(b) wherein the lease contains a bargain purchase option is evidential that a material 
equity is being established. The criterion stated in paragraph 7(a) wherein ownership is trans­
ferred by the end of the lease term may in some circumstances be evidential that a material equity 
is being established. However, in relating material equity to the concept discussed in paragraph 
60, the Board concluded that leases in which no material equity is established by the lessee may 
effectively transfer substantially all of the benefits and risks of ownership. For example, a lease 
whose term extends over the entire economic life of the asset and thus transfers all of the 
benefits and risks of ownership need not give rise to a material equity. Accordingly, the Board 
rejected material equity as a separate criterion and considered it too limiting to represent the 
central basis for lease capitalization by lessees.
74. Leased property  is special purpose to the lessee. The Board rejected this criterion for two 
reasons. First, “special purpose property” is a relative concept that is hard to define objectively. 
Second, the fact that the leased property is special purpose does not, of itself, evidence a transfer 
of substantially all of the benefits and risks of asset ownership. Although it is expected that most 
lessors would lease special purpose property only under terms that transfer substantially all of 
those benefits and risks to the lessee, nothing in the nature of special purpose property necessar­
ily entails such lease terms. The Board concluded that, if the lease, in fact, contains such terms, it 
is likely that one or more of the adopted criteria in paragraph 7 would be met.
75. Lease term  is su b sta n tia lly  equal to the estim ated  useful life o f  the property . This crite­
rion was modified as adopted in criterion (c) of paragraph 7 as follows:
The lease term (as defined in paragraph 5(f)) is equal to 75 percent or more of the 
estimated economic life of the leased property (as defined in paragraph 5 (g )).
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In the Board’s view, the fact that the lease term need be for only 75 percent of the economic 
life of the property is not inconsistent with the concept discussed in paragraph 60 for the following 
reasons:
Although the lease term may represent only 75 percent of the economic life of the property in 
terms of years, the lessee can normally expect to receive significantly more than 75 percent 
of the total economic benefit to be derived from the use of the property over its life span. 
This is due to the fact that new equipment, reflecting later technology and in prime condi­
tion, can be assumed to be more efficient, and hence yield proportionately more use benefit, 
than old equipment which has been subject to obsolescence and the wearing-out process. 
Moreover, that portion of use benefit remaining in the equipment after the lease term, in 
terms of the dollar value that may be estimated for it, when discounted to present worth, 
would represent a still smaller percentage of the value of the property at inception.
As a result of comments received in response to the second Exposure Draft, the following 
qualification has been added to paragraph 7(c):
However, if the beginning of the lease term falls within the last 25 percent of the total 
estimated economic life of the leased property, including earlier years of use, this 
criterion shall not be used for purposes of classifying the lease.
The Board found persuasive the argument that it would be inconsistent to require that a lease 
covering the last few years of an asset’s life be recorded as a capital lease by the lessee and as a 
sales-type or direct financing lease by the lessor when a lease of the asset for a similar period 
earlier in its life would have been classified as an operating lease. Without the above qualification, 
in the case of a tank car having an estimated economic life of 25 years and placed under five 
successive 5-year leases, the first four leases would be classified as operating leases under this 
criterion and the last lease would be classified as a capital lease. The Board considered such a 
result illogical.
76. Lessee p a ys  costs n orm ally  inciden t to ownership. This criterion was rejected by the 
Board since it can be presumed that, one way or another, the lessee bears the costs of ownership 
in virtually all lease agreements.
77. Lessee guarantees the lessor’s debt w ith  respect to the leased property . The Board con­
cluded that this criterion does not necessarily evidence a lease that transfers substantially all of 
the benefits and risks of property ownership; the amount guaranteed may represent only a portion 
of the fair value of the property. When there is a guarantee, the Board believes it likely that the 
lessee will have protected his interest through other features in the agreement that may meet one 
or more of the adopted criteria stated in paragraph 7. In this regard, any periods covered by 
renewal options in which a lessee guarantee is expected to be outstanding are to be included in the 
lease term, as provided by paragraph 5(f), and the corresponding renewal rentals are to be 
included in minimum lease payments, as provided by paragraph 5(j). Thus, such periods would be 
recognized in applying criterion 7(c) to the property’s economic life, and both the periods and the 
corresponding rentals would be recognized in applying the 90 percent recovery criterion (para­
graph 7(d)).
78. Lessee treats the lease as a purchase fo r  tax  purposes. The Board rejected this criterion. 
There are many instances in which tax and financial accounting treatments diverge, and the 
question of a possible need for conformity between them is beyond the scope of this Statement.
79. Lease is between related parties. The Board did not consider this criterion as suitable, in 
itself, for determining lease classification. Leases between related parties are discussed in para­
graphs 29-31.
80. Lease passes usual risks and rew ards to lessee. The Board considered this to be a concept 
rather than a criterion. It is closely related to the basic concept underlying the conclusions of this 
Statement, described in paragraph 60.
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81. Lessee assum es an unconditional lia b ility  fo r  lease ren ta ls. This criterion was rejected 
by the Board for the reasons given in paragraph 71.
82. L essor lacks independent econom ic substance. The Board considered the argument ad­
vanced by some that, if the lessor has no economic substance, the lessor serves merely as a conduit 
in that the lender looks to the lessee for payment and thus, it is asserted, the lessee is, in fact, the 
real debtor and purchaser. Whether the lessee is judged to be a debtor does not, in the Board’s 
view, constitute a suitable criterion for determining lease classification for the reasons expressed 
in paragraph 71. The Board finds unpersuasive the argument that the lessee’s accounting for a 
leasing transaction should be determined by the economic condition of an unrelated30 lessor. If a 
lease qualifies as an operating lease because it does not meet the criteria in paragraph 7, the Board 
finds no justification for requiring that it be accounted for as a capital lease by the lessee simply 
because an unrelated lessor lacks indpendent economic substance. In such a case, it probably 
means that someone else, presumably the lender, is in substance the lessor, but this circumstance, 
per se, should not alter the lessee’s accounting. Accordingly, the Board rejected this criterion.
83. R esidu a l value a t end o f  lease is expected to be nom inal. Some respondents recom­
mended that such a criterion, if adopted, should be based on the present value of the residual, 
which, because of the long-term nature of many leases, would represent a much smaller percent­
age of asset value at inception than the undiscounted residual value. However, other respondents 
who favored the addition of a recovery criterion based on the relationship of the present value of 
the lease payments to the fair value of the leased property argued that a criterion based on 
residual value would be redundant in that it would essentially measure the complement of that 
relationship. Since, for the reasons set forth in paragraph 84 below, the Board favored the 
recovery criterion, it was adopted in lieu of a criterion based on residual values.
84. Lease agreem ent provides that the lessor w ill recover his in vestm en t p lu s  a fa ir  return  
(a) guaranteed by the lessee or (b) not so guaranteed. A variation of this criterion was adopted as 
criterion (d) of paragraph 7. In the form adopted, the criterion is met when the present value of 
the minimum lease payments, defined in paragraph 5(j), excluding executory costs, equals or 
exceeds 90 percent of the excess of the fair value of the leased property, defined in paragraph 5(c), 
to the lessor at the inception of the lease over any related investment tax credit retained by the 
lessor and expected to be realized by him. The Board concluded that if the present value of the 
contractual receipts of the lessor provide for recovery of substantially all (defined as 90 percent or 
more) of his net investment in the fair value of the leased asset, the lessor has transferred 
substantially all of the benefits and risks of asset ownership. Likewise, if the present value of the 
lessee’s lease obligations provide for that degree of recovery by the lessor, the conclusion was that 
the lessee has acquired those benefits and risks. Some respondents pointed out that a recovery 
criterion more clearly evidences the transfer of risks than of benefits since a substantial residual 
value may revert to the lessor at the end of the lease term. However, the Board concluded that, in 
leases meeting the recovery criterion, the residual amount, when discounted to its present value 
at the inception of the lease, is likely to represent only a small percentage of the fair value of the 
property. For the reasons cited above, the Board adopted a criterion based on recovery of 
substantially all (defined as 90 percent or more) of the fair value of the leased property. A lessee 
guarantee of recovery to the lessor is recognized through inclusion in the definition of minimum 
lease payments. Thus, such guarantees are taken into account in the application of the 90 percent 
recovery criterion. As a result of comments received in response to the second Exposure Draft, 
the following qualification has been added to paragraph 7(d):
However, if the beginning of the lease term falls within the last 25 percent of the total 
estimated economic life of the leased property, including earlier years of use, this 
criterion shall not be used for purposes of classifying the lease.
30If the lessee and the lessor are related parties, the provisions of paragraphs 29-31 apply.
120
The above qualification is the same as that added to criterion 7(c) and the reasons are the same as 
those discussed in paragraph 75.
85. Lessee has the option  a t an y  tim e to purchase the asset fo r  the lessor’s unrecovered  
investm en t. The Board concluded that the existence of a purchase option is significant only if it is a 
bargain purchase option as defined in paragraph 5(d) and as adopted in paragraph 7(b); otherwise, 
there is no presumption that the lessee will exercise the option. Accordingly, the Board rejected 
this criterion.
86. Lease agreem ent is noncancelable fo r  a  “long te rm .” This criterion was rejected by the 
Board in favor of criterion (c) of paragraph 7.
87. Lease transfers title  (ow nership) to the lessee by the end o f  the lease term . This criterion 
was adopted by the Board as criterion (a) of paragraph 7. Such a provision effectively transfers all 
of the benefits and risks of ownership and, thus, the criterion is consistent with the concept 
discussed in paragraph 60.
88. Lease provides fo r  a bargain purchase or a  renew al option  a t bargain rates. The exis­
tence of a bargain purchase option was adopted by the Board as criterion (b) of paragraph 7. Such 
a provision effectively transfers all of the benefits and risks of ownership and, thus, the criterion is 
consistent with the concept discussed in paragraph 60. The period covered by a bargain renewal 
option is included in the lease term, as defined in paragraph 5(f), and the option rentals are 
included in minimum lease payments, as defined in paragraph 5(j). Thus, a bargain renewal option 
enters into the determination of whether the lease meets either criterion (c) or criterion (d) of 
paragraph 7. Accordingly, the Board rejected the existence of a bargain renewal option as a 
separate criterion.
89. Collection o f  the ren ta ls called fo r  by the lease is reasonably assured. This criterion 
relates only to lessors. It has been restated as follows and adopted by the Board as a necessary 
criterion (paragraph 8(a)): “Collectibility of the minimum lease payments is reasonably predicta­
ble.” The wording change reflects the Board’s view that lessors should not be precluded from 
classifying leases as direct financing or sales-type leases, when they meet one of the criteria for 
such classification in paragraph 7, if losses are reasonably predictable based on experience with 
groups of similar receivables. When other than normal credit risks are involved in a leasing 
transaction, it was the Board’s conclusion that collectibility is not reasonably predictable and 
classification as a sales-type or direct financing lease, in such cases, is therefore not appropriate.
90. N o im portan t uncerta in ties surround costs ye t to be incurred by lessor. The matter of 
uncertainties surrounding future costs was dealt with in the Discussion Memorandum as one of 
the risks of ownership relevant to the classification of leases by lessors. This criterion is essen­
tially equivalent to one of the criteria set forth in A P B  O pinion N o. 27, paragraph 4, as a 
requirement for treating a lease by a manufacturer or dealer lessor as a sale. In adopting this as a 
necessary criterion, the Board believes that if future unreimbursable costs to be incurred by the 
lessor under the lease are not reasonably predictable, the risks under the lease transaction may be 
so great that it should be accounted for as an operating lease instead of as a sales-type or direct 
financing lease.
Accounting by Lessees
91. A P B  O pinion N o. 5, paragraph 15, prescribed accounting for leases that were to be 
capitalized as “in substance installment purchases” as follows:
Leases which are clearly in substance installment purchases of property . . . should be 
recorded as purchases. The property and the obligation should be stated in the balance 
sheet at an appropriate discounted amount of future payments under the lease agree­
ment. . . . The method of amortizing the amount of the asset to income should be 
appropriate to the nature and use of the asset and should be chosen without reference 
to the period over which the related obligation is discharged.
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As stated in paragraph 60, the concept underlying this Statement is that a lease that trans­
fers substantially all of the benefits and risks incident to the ownership of property should be 
accounted for as the acquisition of an asset and the incurrence of an obligation by the lessee, and as 
a sale or financing by the lessor. The concept for capitalization by the lessee of only those leases 
that are “in substance installment purchases” was rejected by the Board as too limiting a basis for 
lease capitalization (see paragraph 69).
92. Despite this difference in the concept for capitalization, the Board viewed the accounting 
prescribed by A P B  O pinion N o. 5 for capitalized leases as generally appropriate. While respon­
dents expressed varying opinions as to the characteristics of leases that should be capitalized, 
there was little opposition to the method of accounting for such leases prescribed by A P B  Opinion  
N o. 5. The accounting provisions of this Statement applicable to lessees, with the exceptions 
noted below, generally follow that Opinion; however, these provisions are more specific with 
respect to implementation.
93. With respect to the rate of interest to be used in determining the present value of the 
minimum lease payments for recording the asset and obligation under a capital lease, the Board 
concluded the rate should generally be that which the lessee would have incurred to borrow for a 
similar term the funds necessary to purchase the leased asset (the lessee’s incremental borrowing 
rate). An exception to that general rule occurs when (a) it is practicable for the lessee to ascertain 
the implicit rate computed by the lessor and (b) that rate is less than the lessee’s incremental 
borrowing rate; if both of those conditions are met, the lessee shall use the implicit rate. However, 
if the present value of the minimum lease payments, using the appropriate rate, exceeds the fair 
value of the leased property at the inception of the lease, the amount recorded as the asset and 
obligation shall be the fair value. A number of respondents pointed out that in many instances, the 
lessee does not know the implicit rate as computed by the lessor. Also, since the implicit rate is 
affected by the lessor’s estimate of the residual value of the leased property in which the lessee 
will usually have no interest, and may also be affected by other factors extraneous to the lessee, it 
may, if higher than the lessee’s incremental borrowing rate, produce a result that is less represen­
tative of the transfer of use benefit to the lessee than would be obtained from use of the lessee’s 
incremental borrowing rate. For those reasons, the Board concluded that the lessee’s use of the 
implicit rate for discounting purposes should be limited to circumstances in which he is able to 
ascertain that rate, as computed by the lessor, and it is less than his incremental borrowing rate. 
In the revised Exposure Draft, the Board had defined this rate as that which “the lessee would 
have incurred to borrow the funds necessary to buy the leased asset on a secured loan with 
repayment terms similar to the payment schedule called for in the lease.” A number of respon­
dents objected to this definition pointing out that they would not have financed the asset on a 
secured loan basis and, hence, would be unable to determine such a theoretical rate. Those 
respondents suggested that the definition be revised to allow the lessee to use a rate consistent 
with the type of financing that would have been used in the particular circumstances. The Board 
found merit in those suggestions because it intended that the rate should be both determinable 
and reasonable. The definition of the lessee’s incremental borrowing rate has been revised accord­
ingly. Some respondents pointed out that the use of the lessee’s incremental rate, however 
determined, would in some cases produce an amount to be capitalized that would be greater than 
the known fair value of the leased asset. It was suggested that in such cases the amount to be 
capitalized be limited to the fair value. The Board agreed with that recommendation.
94. The method of amortization of the capitalized asset prescribed in this Statement (see 
paragraph 11) differs from that called for in A P B  O pinion N o. 5 in that, except for those leases that 
meet criterion 7(a) or 7(b), the period of amortization is limited to the lease term. A P B  Opinion  
N o. 5 did not so limit the period of amortization since the leases to be capitalized were those that 
were considered “in substance installment purchases.” The Board concluded that, for leases which 
are capitalized under criterion 7(c) or 7(d) of this Statement, the amortization period should be the
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lease term. It is presumed for accounting purposes that, in such leases, the lessee’s period of use 
of the asset will end at the expiration of the lease term.
95. Some respondents asked for clarification and more specific treatment in the Statement 
with respect to the accounting to be followed in connection with the situations referred to in 
paragraph 9 having to do with changes in lease provisions that would have resulted in a different 
classification of the lease at its inception and renewals and extensions of existing leases. The 
clarification requested has been incorporated in paragraph 14. Additionally, respondents asked 
for clarification with respect to the accounting to be followed when a guarantee or penalty provi­
sion in a lease is rendered inoperative by a renewal or extension. That clarification has been 
provided in paragraph 12.
Disclosure by Lessees
96. Users of financial statements have indicated a strong desire for disclosure by lessees of 
information concerning leasing transactions whether leases are capitalized or not. In some cases, 
the information desired was similar to that now provided in accordance with A P B  O pinion N o. 31 
or SEC A ccounting Series R elease N o. 14 7. However, some respondents objected to the require­
ment to disclose future minimum rental payments by periods beyond the next succeeding five 
years. It was contended that any such projections are apt to be misleading since the accumulating 
effect of new leases and lease renewals on future payments in those periods is not reflected. In 
addition, some users and many other respondents opposed requiring disclosure of the estimated 
effect on net income had certain leases been capitalized. The Board agreed with both of those 
views except that during the transition period until full retroactive application of this Statement is 
required, the Board decided that the disclosure called for in paragraph 50 is needed by users of 
financial statements pending retroactive application. The Board concluded that the disclosures 
called for in paragraph 16(a) with respect to capital leases would provide information helpful to 
users of financial statements in assessing the financial condition and results of operations of 
lessees. In the Board’s view, such disclosures are consistent with the information presently 
required to be disclosed with respect to owned property and to long-term obligations in general. 
The Board further concluded that users’ assessments would be facilitated by the disclosures called 
for in paragraphs 16(b) and 16(c) with respect to operating leases. The requirement to disclose 
information concerning commitments for rental payments under operating leases during the suc­
ceeding five years is consistent with the similar requirement for capital leases.
Accounting by Lessors
97. As stated in paragraph 61, the concept underlying the accounting for leases by lessors in 
this Statement is essentially the same as the concept embodied in A P B  O pinions N o. 7 and 27; 
that is, a lease that transfers substantially all of the benefits and risks incident to the ownership of 
property should be accounted for as a sale or financing by the lessor. Accordingly, the accounting 
provisions of this Statement applicable to lessors, with the principal exceptions noted below, 
generally follow those of the two APB Opinions.
98. In computing the manufacturer’s or dealer’s profit on a sales-type lease, the cost of the 
property leased will be reduced by the present value of the estimated residual value. This repre­
sents a liberalization of the provisions of A P B  Opinion N o. 27, which did not permit recognition of 
any residual value in determining manufacturer’s or dealer’s profit. Some respondents favored 
continuing the provisions of Opinion 27 in this regard. Others believed that the present value of 
the residual should be recognized in profit determination and that the accounting for the financing 
element of a leasing transaction should be essentially the same in a sales-type lease as in a direct 
financing lease. The Board agreed with this latter view and concluded that the difference between 
the estimated residual and its present value should be included in unearned income and recognized 
in income over the lease term.
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99. This Statement calls for the estimated residual value, along with rentals and other 
minimum lease payments receivable, to be included in the balance sheet presentation of the 
investment in sales-type and in direct financing leases. Under A P B  O pinion N o. 7, the estimated 
residual value was to be included with property, plant, and equipment. Several respondents 
contended that inclusion of the residual with depreciable assets of the lessor would blur the 
distinction between property on lease and property used in the lessor’s internal operations. 
Others pointed out that, in the vast majority of leases, the estimated residual value is realized by a 
sale or re-lease of the property and, for that reason, the residual should be looked upon as a last 
payment similar to the minimum lease payments. In addition, it was contended, presentation of 
the estimated residual value as part of the lease investment rather than as part of property, plant, 
and equipment is necessary to portray the proper relationship between the gross investment in 
leases and the related unearned income, since a portion of the unearned income relates to the 
residual value. The Board agreed with those views.
100. This Statement requires that the selling price in a sales-type lease be determined by 
computing the present value of payments required under the lease. In this respect, it follows 
Opinion 27. However, this Statement is more specific than Opinion 27 in identifying the payments 
that are to be included in the computation, and it requires use of the rate of interest implicit in the 
lease for discounting instead of an interest rate determined in accordance with the provisions of 
A P B  O pinion N o. 21, as called for by Opinion 27. Use of the latter rate was rejected by the Board 
on the grounds that it would yield an amount to be recorded as the sales price that would be at 
variance with the known fair value of the leased asset (after adjusting that price for the present 
value of any investment tax credit or residual retained).
101. This Statement requires different treatment of initial direct costs (see paragraph 5(m)) 
as between sales-type leases and direct financing and leveraged leases. In the case of sales-type 
leases, initial direct costs are to be charged against income of the period in which the sale is 
recorded, which is consistent with the general practice of accounting for similar costs incurred in 
connection with installment sales on the basis that such costs are incurred primarily to produce 
sales revenue. In this respect, the Statement follows A P B  O pinion N o. 27, which, although not 
mentioning initial direct costs specifically, in paragraph 6 called for estimated “future costs” 
related to leases accounted for as sales to be charged to income of the period in which the sale is 
recorded. The second Exposure Draft called for initial direct costs incurred in connection with 
direct financing leases to be accounted for in the manner that APB O pinion N o. 7, paragraph 11, 
described as preferred, that is, to be deferred and allocated to future periods in which the related 
financing income is reported. This requirement recognized that, unlike the initial direct costs in 
sales-type leases, such costs in direct financing leases are not primarily related to income of the 
period in which the costs are incurred. A number of respondents objected to the deferral of initial 
direct costs incurred in connection with direct financing leases because it is at variance with 
predominant industry practice and would, it was reported, necessitate a major revision of existing 
record systems and computer programs with no appreciable effect on net income over the lease 
term. The predominant industry practice as cited by those respondents consists of expensing such 
costs as incurred and recognizing as income in the same period a portion of unearned income equal 
to the amount of the costs expensed. It was pointed out that this method produces essentially the 
same income effect as if the initial direct costs were deferred and amortized separately, as was 
called for by the revised Exposure Draft, or as if these costs were charged to unearned income, as 
is called for in the case of leveraged leases. The Board accepted this recommendation for practical 
considerations and has revised the accounting prescribed for initial direct costs incurred in con­
nection with direct financing leases accordingly. In the case of leveraged leases, the accounting for 
initial direct costs is consistent with the central concept underlying the accounting for leveraged 
leases by the investment with separate phases method, that concept being that the net income 
should be recognized at a level rate of return on the investment in the lease in the years in which 
the investment is positive.
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102. As was the case with lessee accounting, respondents requested clarification and more 
specific guidance as to the accounting to be followed by lessors with respect to the situations 
referred to in paragraph 95. The requested guidance for lessor accounting for those situations has 
been provided in paragraphs 17(e) and 17(f). In addition, respondents objected to the provisions of 
the revised Exposure Draft allowing, in some instances, gain to be recognized immediately on 
renewals or extensions of sales-type or direct financing leases. Those who objected contended that 
gain recognition in those circumstances was equivalent to allowing upward revisions of residual 
value estimates, a practice specifically prohibited in the Statement. The Board found those objec­
tions persuasive and, accordingly, revised the accounting for renewals or extensions of sales-type 
or direct financing leases to prohibit immediate recognition of gain.
Disclosure by Lessors
103. A number of those respondents who addressed the question of what information should 
be disclosed by lessors thought that the disclosures called for by A P B  O pinion N o. 7 were 
adequate. Some, however, thought there should be consistency, where relevant, between the 
disclosure requirements for lessors and those for lessees and noted that disclosure requirements 
for lessees had been recently made more extensive by A P B  O pinion N o. 31 and SEC Accounting  
Series R elease N o. 147. The Board agreed with this latter view. As in the case of lessees, the 
Board believes that the information required to be disclosed by paragraph 23 will be helpful to 
users of financial statements in assessing the financial condition and results of operations of 
lessors. Several respondents to the second Exposure Draft objected to the limitation of lessor 
disclosure requirements to those lessors for which leasing is the predominant activity. It was 
contended that the disclosures should be required whenever leasing is a significant part of the 
lessor’s business activities rather than only when leasing is predominant. Other respondents 
thought that a single test of predominance based on revenues was inappropriate and pointed to 
the difference in the nature of lease rentals as compared to sales revenue of a manufacturing 
concern. It was recommended that significance be determined in terms of revenue, net income, or 
assets as separate indicators. The Board found merit in these recommendations and revised the 
disclosure limitation accordingly.
104. Some respondents recommended the elimination of the requirement in the Exposure 
Drafts that the cost or carrying amount of property on operating leases and that of property held 
for lease be separately disclosed. They contended that in companies having thousands of operating 
leases it would be difficult, if not impossible, to make such a split. Since the information would be 
based on one particular point in time, it may well be unrepresentative. The Board found those 
arguments persuasive and believes, moreover, that a better indication of the productivity of 
property on or held for lease is its relationship to the minimum future rentals by years and in the 
aggregate from noncancelable operating leases, which latter information is required by the 
Statement.
Leases Involving Real Estate
105. The second Exposure Draft provided that criteria 7(c) and 7(d) were not applicable to 
leases of land and that, unless criterion 7(a) or 7(b) was met, leases of land should be accounted for 
as operating leases. In a lease involving both land and building, if the land element represented 15 
percent or more of the total fair value of the leased property, the land and building elements of the 
lease were required to be separated and each classified and accounted for as if it were a separate 
lease. Some respondents objected to this, contending that the recovery criterion, 7(d), should be 
applicable to land leases the same as to other leases. Others objected to the required separate 
treatment of the land and building elements in a lease involving both, contending that the prop­
erty should be classified and accounted for as a unit and that to require separation would be 
inconsistent with the economic substance of the transaction. Some, particularly in the case of
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retail leases, cited the difficulties and cost involved in separating the land and building elements 
for companies with large numbers of such leases. They recommended that separation not be 
required and that all such leases be classified as operating leases. However, if separation were to 
continue to be required, some suggested that the 15 percent limitation be raised to permit treating 
as a unit a greater number of leases in which land would still not represent a major element. The 
Board’s conclusion that, unless criterion 7(a) or 7(b) was met, leases of land should be classified as 
operating leases is based on the concept that such leases do not transfer substantially all the 
benefits and risks of ownership. Land normally does not depreciate in value over time, and rental 
payments for the use of land are not predicated on compensation for depreciation plus interest, as 
is the case with leases of depreciable assets, but are in the nature of interest only or, as some may 
prefer to say, interest plus whatever additional profit element may be included. The requirement 
for separation of the land and building elements in a lease involving both is based on this distinc­
tion. The Board found merit, however, in the recommendation that the 15 percent limitation be 
raised in order to reduce the practical problems involved in separating the land and building 
elements for large numbers of leases. The Board concluded that the 15 percent limitation estab­
lished in the second Exposure Draft should accordingly be raised to 25 percent.
106. A number of respondents pointed out that leases of facilities such as airport and bus 
terminals and port facilities from governmental units or authorities contain features that render 
the criteria of paragraph 7 inappropriate for classifying such leases. Leases of such facilities do not 
transfer ownership or contain bargain purchase options. By virtue of its power to abandon a 
facility during the term of a lease, the governmental body can effectively control the lessee’s 
continued use of the property for its intended purpose, thus making its economic life essentially 
indeterminate. Finally, since neither the leased property nor equivalent property is available for 
sale, a meaningful fair value cannot be determined, thereby invalidating the 90 percent recovery 
criterion. For those reasons, the Board concluded that such leases shall be classified as operating 
leases by both the lessee and lessor.
Sale-Leaseback Transactions
107. Of those respondents who addressed the issues of accounting for sale-leaseback transac­
tions, opinions were divided between those who favored (a) treatment as a single transaction with 
deferral of profit on the sale and (b) treatment as two independent transactions unless the lease 
meets criteria for capitalization by the lessee. Generally, those favoring treatment as a single 
transaction would make certain exceptions, such as “leasebacks to accommodate a short-term 
property requirement of the seller” and “leasebacks of only a relatively small part of the property 
sold.” The Board noted that most sale-leasebacks are entered into as a means of financing, for tax 
reasons, or both and that the terms of the sale and the terms of the leaseback are usually 
negotiated as a package. Because of this interdependence of terms, no means could be identified 
for separating the sale and the leaseback that would be both practicable and objective. For that 
reason, the Board concluded that the present general requirement that gains and losses on 
sale-leaseback transactions be deferred and amortized should be retained. An exception to that 
requirement arises when the fair value of the property at the time of the transaction is less than 
its undepreciated cost. In that case, the Board decided that the loss should be recognized up to the 
amount of the difference between the undepreciated cost and fair value.
Accounting for Leveraged Leases by Lessors
108. The first issue concerning leveraged leases in the Discussion Memorandum asked 
whether leveraged leases are unique in the sense that special standards are required to recognize 
their economic nature. The affirmative responses to this issue generally gave as reasons the 
arguments stated in the Discussion Memorandum. The essence of those arguments is that the
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combination of nonrecourse financing and a cash flow pattern that typically enables the lessor to 
recover his investment in the early years of the lease and thereafter affords him the temporary 
use of funds from which additional income can be derived produces a unique economic effect. 
Those respondents who did not agree that leveraged leases are unique generally cited the contra 
argument in the Discussion Memorandum, namely, that each of the attributes of leveraged leases 
that serve to support the uniqueness claim has its counterpart in other types of business transac­
tions. Information communicated by respondents, as well as that obtained through staff investiga­
tion, indicates that the use of a variety of accounting methods for leveraged leases has grown 
rapidly. The methods in use generally correspond, although frequently with variations, to those 
illustrated in the Discussion Memorandum. The Board noted with concern the increasing disparity 
in practice in accounting for leveraged leases. Despite the fact that each of the attributes of a 
leveraged lease is found in other types of transactions, the Board believes that in a leveraged lease 
those attributes are combined in a manner that produces an overall economic effect that is distinct 
from that of other transactions. Accordingly, the Board concluded that a leveraged lease, as 
defined in paragraph 42, should be accounted for in a manner that recognizes this overall economic 
effect. However, the Board emphasizes that the qualification “as defined in paragraph 42” is an 
important one since the term “leveraged lease” is used by some respondents to refer to any lease 
involving nonrecourse debt. There is further discussion of this distinction in paragraph 110.
109. The Discussion Memorandum described and illustrated four different methods of ac­
counting for leveraged leases. Three of those methods are designed to recognize what their 
adherents see as the economic effect of a leveraged lease, while the other method, the ordinary 
financing lease method, is that presently prescribed for financing leases by A P B  O pinion N o. 7. 
The Board’s conclusions and the reasons therefor concerning the four methods are as follows:
a. The ord in ary fin an cin g  lease m ethod. This accounting method makes no distinction 
between a leveraged lease and an ordinary two-party financing lease. Even though the 
debt is nonrecourse to the lessor and the lessor has no claim on the debt service pay­
ments, the transaction is recorded “gross” with the lessor’s investment based on the 
present value of the gross rentals plus the residual value as prescribed by A P B  Opinion  
N o. 7. In fact, however, the lessor’s real investment is not a function of the amount of the 
future rental payments, which amount represents neither the funds he has at risk nor 
the asset from which he derives earnings. Further, no recognition is given to the sepa­
rate investment phases of a leveraged lease as defined in paragraph 42. This method was 
rejected by the Board because it is incompatible with the essential features of the 
transaction.
b. The three-party fin an cin g  lease m ethod. This method does reflect the three-party nature 
of the transaction in that the lessor’s investment is recorded net of the nonrecourse debt, 
and rental receipts are reduced by the debt service payments. However, it gives no 
recognition to the fact that a leveraged lease has separate investment phases, which is 
one of the characteristics included in the definition (see paragraph 42(d)). The lessor’s 
unrecovered investment balance declines during the early years of a leveraged lease 
from the strong cash inflow in that period. Typically, the cumulative cash inflow during 
the early years exceeds the investment, producing a negative investment balance during 
the middle years. The investment returns to a positive balance again in the later years 
as funds are reinvested and then goes to zero with realization of the residual value at the 
termination of the lease. This pattern of cash flow results from the fact that income tax 
reductions from the investment tax credit, accelerated depreciation, and greater in­
terest deductions in earlier years are replaced by additional income taxes in the later 
years after the investment tax credit has been utilized and as tax benefits from deprecia­
tion and interest diminish. By ignoring these separate investment phases, the three- 
party financing method shows a gradually declining investment balance throughout the
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years of the lease, with income recognized at a level rate of return on the declining 
balance. The Board believes that the accounting treatment for a leveraged lease should 
reflect these separate investment phases, which have different economic effects, and 
should provide for the recognition of income in appropriate relation to them. To do 
otherwise, in the Board’s view, is to negate the reason for having a separate standard for 
leveraged leases, that reason being that leveraged leases have a distinct combination of 
economic features that sets them apart from ordinary financing leases. While the three- 
party financing lease method reflects the three-party nature of the transaction, it fails to 
recognize the other economic features referred to above; as a consequence, it produces 
results that are inconsistent with the manner in which the lessor-investor views the 
transaction. For those reasons, the Board rejected the three-party financing lease 
method.
c. The investm en t w ith  separate phases m ethod. This method recognizes the separate 
investment phases and the reversing cash flow pattern of a leveraged lease. By recogniz­
ing income at a level rate of return on net investment in the years in which the net 
investment is positive, it associates the income with the unrecovered balance of the 
earning asset in a manner consistent with the investor’s view of the transaction. In the 
middle years of the lease term, the investment balance is generally negative, indicating 
that the lessor has not only recovered his initial investment but has the temporary use of 
funds that will be reinvested in the later years. The earnings on these temporary funds 
are reflected in income as and if they occur in the years in which the investment is 
negative. The income that is recognized at a level rate of return in the years in which the 
net investment balance is positive consists only of the so-called “primary” earnings from 
the lease, as distinct from the earnings on temporary funds to be reinvested, sometimes 
referred to as “secondary” earnings. The lessor-investor looks upon these secondary 
earnings from the temporarily held funds as one of the economic benefits inherent in the 
transaction. The integral investment method discussed in (d) below allocates both the 
primary and secondary earnings to annual income on a level rate of return basis. It is 
asserted by some that because of this feature, the integral investment method is more 
consistent with the manner in which the lessor-investor views the transaction. However, 
this feature involves estimation of the secondary earnings and recognition of a substan­
tial portion of them in advance of their occurrence, which the Board did not favor for 
reasons stated below in the discussion of the integral investment method. The Board 
believes that secondary earnings should be recognized in income only as they occur (in 
the negative investment years), and that this treatment, coupled with the recognition of 
primary earnings in the positive investment years, appropriately portrays the economic 
effects of the separate investment phases. Accordingly, the Board concluded that the 
investment with separate phases method as prescribed in paragraphs 43-47 is the ap­
propriate method for accounting for leveraged leases.
d. The in tegra l in vestm en t m ethod. Several variations of the method illustrated in 
Schedule 7, page 126, of the Discussion Memorandum were suggested by respondents 
who supported its concept. That concept looks upon the earnings from the use of tem­
porarily held funds (discussed in (c) above) as constituting an integral part of the lease 
income, rather than as secondary earnings to be accounted for as they occur (the treat­
ment called for in the separate phases method). Advocates of the integral method point 
out that the equity participant (lessor) in a leveraged lease is actually buying a series of 
cash flows consisting not only of the equity portion of the rental payments, the invest­
ment tax credit and other tax benefits, and the amount to be realized from the sale of the 
residual, but also including the earnings to be obtained from the use of temporarily held 
funds. Failure to include the latter in the calculation and recognition of lease income, in
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their view, understates lease income and is inconsistent with the manner in which the 
lessor-investor views the transaction. In considering these arguments, the Board noted 
(1) that the earnings in question, in effect, represent an estimate of interest expected to 
be earned (or interest cost to be saved) in future years through the application of the 
temporarily held funds; (2) although these earnings will not be realized until future 
years, their inclusion in lease income under the integral investment method would result 
in their recognition in substantial amounts beginning with the first year of the lease; and 
(3) the actual occurrence and amount of those earnings cannot be verified because this 
would involve tracing the source of specific investment dollars, generally acknowledged 
to be impractical. The Board noted further that the other cash flows that constitute the 
source of the primary earnings, with the exception of the residual value, are either 
contractual or based on existing tax law and thus provide a firmer basis for income 
recognition than the secondary earnings. Admittedly, there is uncertainty involved in 
the estimate of residual value to be realized; however, the Board noted that recognition 
of residual value is consistent with the accounting prescribed for ordinary financing 
leases, whereas the anticipation of future interest on funds expected to be held tem­
porarily has no support in present generally accepted accounting principles. For the 
foregoing reasons, the Board rejected the integral investment method.
110. Some respondents who objected to the inclusion of paragraph 42(d) in the definition of a 
leveraged lease argued that leveraged leases can have a variety of rental payment arrange­
ments, some of which would not produce the separate investment phases specified as part of the 
definition, but that, nevertheless, such leases should be accorded the accounting method pre­
scribed in the Statement. The Board did not agree with this view, since the method prescribed is 
designed to recognize the unique economic aspects of the separate investment phases. It con­
cluded that leases not having this characteristic should not be accounted for as leveraged leases 
and that the presence of nonrecourse debt in a leasing transaction is not by itself justification for 
special accounting treatment. Nonrecourse debt occurs in many types of transactions other than 
leases and, as discussed in paragraph 108, it is only the combination of attributes, not the presence 
of nonrecourse debt alone, that produces an overall economic effect that is distinct from that of 
other transactions.
111. Some have contended that the inclusion of deferred taxes in the determination of the 
lessor’s unrecovered investment is what gives rise to the separate investment phases, which is 
then used to justify the Board’s adoption of the separate phases method and its rejection of the 
three-party financing method. The Board believes that the essential difference between the 
three-party financing method and the separate phases method is that the latter method closely 
follows the cash flow of the transaction, whereas the former does not. The three-party financing 
method portrays a gradually declining investment balance over the entire lease term, thus failing 
to recognize the short-term nature of the lessor’s initial investment, which is typically recovered 
through the cash flow in the early years of the lease. That this early cash flow comes in large part 
from tax benefits does not alter the fact that the lessor has recovered his investment and is then 
provided with the temporary use of funds by which additional income can be generated. It is this 
feature which provides much of the incentive for the lessor to enter into the transaction in the first 
place and, in fact, without those tax benefits some leveraged leases would yield negative results. 
The Board concluded that leveraged leases should be accounted for in a manner that recognizes 
this cash flow pattern, both in determining the lessor’s unrecovered investment balance and in the 
allocation of income relating to it. The assertion by some that the separate phases method results 
in an unwarranted “front ending” of income, in the Board’s view, fails to take into account that the 
economic benefits of the transaction are themselves “front-ended,” as has been described above. 
It is precisely this feature and the lack of recognition given it by the three-party financing method 
that caused the Board to reject that method.
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112. A number of respondents to the second Exposure Draft objected to the exclusion of the 
90 percent recovery criterion, 7(d), in determining whether or not a lease meets the requirement 
of paragraph 42(a) as part of the definition of a leveraged lease. These respondents pointed out 
that the majority of leveraged leases would not meet any of the other criteria of paragraph 7 and 
that, if criterion 7(d) was not to be applicable, few leases would meet the definition of a leveraged 
lease. They took exception to the Board’s reasons for having excluded criterion 7(d) as expressed 
in the second Exposure Draft. In their view, the determination of whether the lease would qualify 
as a direct financing lease, as required by paragraph 42(a), should be made in the same manner as 
with any other lease and that the presence of nonrecourse debt should thus not enter into such 
determination. The Board agreed with this reasoning and has changed the requirement of para­
graph 42(a) accordingly.
113. Some respondents asked that the Board reconsider its decision reflected in the second 
Exposure Draft that leases meeting the definition of sales-type leases should not be accounted for 
as leveraged leases. The argument was advanced that manufacturers and dealers often engage in 
leasing transactions that, except for the exclusion of sales-type leases, would otherwise meet the 
definition of a leveraged lease as set forth in paragraph 42. Specifically, it was asked why should 
not a manufacturer record manufacturing profit for a sales-type lease and then also account for it 
as a leveraged lease, if it otherwise meets the definition? In the Board’s view, the recognition of 
manufacturing profit by the lessor at the beginning of the lease is incompatible with the concept 
underlying the accounting method prescribed by this Statement for leveraged leases. As stated in 
paragraph 109(c), that method recognizes income at a level rate of return on the lessor’s net 
investment in the years in which the net investment is positive. The annual cash flow is thus 
allocated between that portion recognized as income and that applied as a reduction of net invest­
ment. Net investment at any point is considered to represent the lessor’s unrecovered invest­
ment. If manufacturing profit is recognized at the beginning of the lease, an element of the overall 
profit in the transaction has been abstracted at the outset, thus changing the pattern of income 
recognition contemplated. The lessor’s investment as recorded after recognition of manufacturing 
profit would not represent his unrecovered investment. That fact plus the deferral of income taxes 
related to the manufacturing profit recognized would alter both the investment base and the 
income to be allocated, thus departing from the cash flow concept on which the prescribed method 
is based. For these reasons, the Board did not accept the recommendation.
114. For much the same reason, the Board concluded that if the investment tax credit is 
accounted for other than as described in paragraphs 43 and 44, the leveraged lease should not be 
accounted for by the investment with separate phases method but, instead, by the method pre­
scribed for a direct financing lease. Accounting for the credit other than as prescribed by the 
investment with separate phases method would abstract an important element of the overall 
profit in the transaction, thereby changing the lessor’s net investment and the pattern of income 
recognition contemplated by the investment with separate phases method and thus, in the Board’s 
view, rendering the use of that method inappropriate.
Effective Date and Transition
115. The Board considered three methods of transition in the application of the Statement:
a. Retroactive application with restatement of prior period financial statements
b. Retroactive application without restatement
c. Prospective application
The first alternative maximizes comparability of a company’s financial statements with those of 
other companies and with its own statements for prior periods. However, respondents expressed 
concern that it would require the accumulation of a considerable amount of information about 
existing and expired leases and that some companies might have problems relating to restrictive
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covenants in loan indentures and other contracts. In addition, it requires estimates that in some 
cases would be made with after-the-fact knowledge. The second alternative reduces the problem 
of data accumulation but at the cost of impairing interperiod comparability of a company’s finan­
cial statements before and after the date of retroactive application. Depending on the particular 
circumstances, it may or may not mitigate the possible problems relating to loan indenture 
covenants. The third alternative avoids must of the problems of the other two but would result in 
noncomparability of financial statements, both as among different companies and those of the 
same company for different periods, for years in the future.
116. While the majority of respondents favored prospective application, others strongly 
urged that the Statement be applied retroactively with restatement. The long period of time that 
would ensue before comparability would be achieved was given as the prime reason by those 
advocating retroactivity. Some preparers, on the other hand, cited problems involving loan inden­
ture restrictions should the Statement require retroactive application. Some companies with 
large numbers of leases stated in their responses that the task of gathering the necessary data for 
retroactive application would be onerous as well as time consuming for existing leases, and that it 
would be more difficult, if not impossible, to obtain the information on expired leases necessary for 
restatement.
117. Included in the responses was the suggestion that a transition period be established 
during which companies would be given time both for the purpose of accumulating the necessary 
data for retroactive application and for taking steps toward resolving problems that might arise in 
connection with restrictive clauses in loan indentures or other agreements.
118. In considering these conflicting recommendations, the Board was sympathetic to the 
problems of data accumulation for companies with large numbers of leases and to the problems 
that some companies believe might be associated with indenture restrictions. On the other hand, 
the objections raised, particularly by users of financial statements, to the long period of noncom­
parability of financial statements that would be entailed by prospective application concerned the 
Board. The Board concluded that the use of a transition period at the end of which full retroactive 
application would be required would best meet the needs of users while at the same time giving 
significant recognition to the problems referred to by preparers.
119. The procedure adopted by the Board calls for immediate prospective application of the 
Statement (see paragraph 48), with retroactive restatement required after a four-year transition 
period (see paragraph 49). Thus, companies that might have problems arising from loan indenture 
restrictions are given at least four full years in which, depending on the nature of the restrictions, 
resolution of such problems may be possible. Further, restatement is required for periods begin­
ning before December 31, 1976 only to the extent that it is practicable (see paragraph 51), in 
recognition of the fact that some companies may be unable to obtain or reconstruct the necessary 
information about leases expiring in prior years. Finally, interim disclosures (see paragraph 50) 
are called for to facilitate comparability before retroactive application of the Statement is re­
quired; however, since the Board recognizes that the accumulation of information to make such 
disclosures may require time, companies are given at least one full year before such disclosure is 
called for. Although the Board recognizes that the period of time provided for transition will not 
completely eliminate the problems of retroactive restatement, it believes that those problems will 
be alleviated under the method outlined above and that the benefit to be gained through compara­
bility of financial statements is substantial.
120. Upon consideration of the relevant circumstances, the Board concluded that the in­
terests of users of financial statements would be best served by making the statement effective for 
leasing transactions and lease agreement revisions entered into on or after January 1, 1977, as 
provided by paragraph 48.
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APPENDIX C
Illustrations of Accounting by Lessees and Lessors
121. This Appendix contains the following schedules illustrating the accounting requirements 
of this Statement as applied to a particular example (an automobile lease):
1. Lease example—terms and assumptions, Schedule 1
2. Computation of minimum lease payments (lessee and lessor) and lessor’s computation of 
rate of interest implicit in the lease, Schedule 2
3. Classification of the lease, Schedule 3
4. Journal entries for the first month of the lease as well as for the disposition of the leased 
property at the end of the lease term, Schedule 4
SCHEDULE 1
Lease Example 
Terms and Assumptions
Lessor’s cost of the leased property (automobile) $5,000
Fair value of the leased property at inception of the lease (1/1/77) $5,000
Estimated economic life of the leased property 5 years
Lease terms and assumptions: The lease has a fixed noncancelable term of 30 months, with a 
rental of $135 payable at the beginning of each month. The lessee guarantees the residual value at 
the end of the 30-month lease term in the amount of $2,000. The lessee is to receive any excess of 
sales price of property over the guaranteed amount at the end of the lease term. The lessee pays 
executory costs. The lease is renewable periodically based on a schedule of rentals and guarantees 
of the residual values decreasing over time. The rentals specified are deemed to be fair rentals (as 
distinct from bargain rentals), and the guarantees of the residual are expected to approximate 
realizable values. No investment tax credit is available.
The residual value at the end of the lease term is estimated to be $2,000. The lessee depre­
ciates his owned automobiles on a straight-line basis. The lessee’s incremental borrowing rate is 
10½% per year. There were no initial direct costs of negotiating and closing the transaction. At 
the end of the lease term the asset is sold for $2,100.
SCHEDULE 2
Computation of Minimum Lease Payments (Lessee and Lessor)
In accordance with paragraph 5(j), minimum lease payments for both the lessee and lessor are 
computed as follows:
Minimum rental payments over the lease term ($135 x 30 months) $4,050
Lessee guarantee of the residual value at the end of the lease term 2,000
Total minimum lease payments $6,050
Lessor’s Computation of Rate of Interest 
Implicit in the Lease
In accordance with paragraph 5(k), the interest rate implicit in the lease is that rate implicit 
in the recovery of the fair value of the property at the inception of the lease ($5,000) through the 
minimum lease payments (30 monthly payments of $135 and the lessee’s guarantee of the residual 
value in the amount of $2,000 at the end of the lease term). That rate is 12.036% (1.003% per 
month).
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SCHEDULE 3
Classification of the Lease
Criteria set forth 
in paragraph
7(a) N ot m et. The lease does not transfer ownership of the property to the lessee by
the end of the lease term.
7(b) N ot m et. The lease does not contain a bargain purchase option.
7(c) N ot m et. The lease term is not equal to 75% or more of the estimated economic life
of the property. (In this case, it represents only 50% of the estimated economic 
life of the property.)
7(d) M et. In the lessee’s case, the present value ($5,120) of the minimum lease pay­
ments using his incremental borrowing rate (10½%) exceeds 90% of the fair value 
of the property at the inception of the lease. (See computation on page 85.) Even if 
the lessee knows the implicit rate, he uses his incremental rate because it is 
lower. The lessee classifies the lease as a capital lease. In the lessor’s case, the 
present value ($5,000) of the minimum lease payments using the implicit rate also 
exceeds 90% of the fair value of the property. (See computation on page 85.) 
Having met this criterion and assuming that the criteria of paragraph 8 are also 
met, the lessor will classify the lease as a direct financing lease (as opposed to a 
sales-type lease) because the cost and fair value of the asset are the same at the 
inception of the lease. (See paragraph 6(b)(ii).)
Present Values
Lessee’s 
computation 
using his 
incremental 
borrowing rate 
of 10½%
(.875% per month)*
Lessor’s computation 
using the implicit 
interest rate 
of 12.036% 
(1.003% per month)
Minimum lease payments:
Rental payments 
Residual guarantee by lessee 
Total
Fair value of the property at inception 
of the lease
Minimum lease payments as a percentage 
of fair value
$3,580 $3,517
1,540 1,483
$5,120 $5,000
$5,000 $5,000
102% 100%  
*In this case, the lessee’s incremental borrowing rate is used because it is lower than the implicit rate. (See paragraph 
7(d).)
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SCHEDULE 4
Journal Entries for the First 
Month of the Lease as Well as for the 
Disposition of the Leased Property at the End of the Lease Term
First Month of the Lease
L E S S E E
1/1/77
1/1/77
1/31/77
1/31/77
Leased property under capital leases 
Obligations under capital leases
To record capital lease at the fair value of the 
property. (Since the present value of the 
minimum lease payments using the lessee’s in­
cremental borrowing rate as the discount rate 
(see paragraph 7(d) for selection of rate to be 
used) is greater than the fair value of the prop­
erty, the lessee capitalizes only the fair value of 
the property. See paragraph 10.)
Obligations under capital leases 
Cash
To record first month’s rental payment.
Interest expense
Accrued interest on obligations under capital 
leases
To recognize interest expense for the first month 
of the lease. Obligation balance outstanding dur­
ing month $4,865 ($5,000 -  $135) x 1.003% (rate 
implicit in the liquidation of the $5,000 obligation 
through (a) 30 monthly payments of $135 made at 
the beginning of each month and (b) a $2,000 
guarantee of the residual value at the end of 30 
months) = $49. (See paragraph 12.)
Depreciation expense
Leased property under capital leases
To record first month’s depreciation on a 
straight-line basis over 30 months to a salvage 
value of $2,000, which is the estimated residual 
value to the lessee. (See paragraph 11(b).)
5,000
5,000
135
49
135
49*
100
100
*In accordance with paragraph 12, the February 1, 1977 rental payment of $135 will be allocated as follows: $86 
(principal reduction) against obligations under capital leases and $49 against accrued interest on obligations under capital 
leases.
First Month of the Lease
L E SSO R
1/1/77 Minimum lease payments receivable
Automobile 
Unearned income
To record lessor’s investment in the direct 
financing lease. (See paragraphs 18(a) and (b).)
6,050
5,000
1,050
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1/1/77 Cash 135
Minimum lease payments receivable
To record receipt of first month’s rental payment 
under the lease.
1/31/77 Unearned income 49
Earned income
To recognize the portion of unearned income that 
is earned during the first month of the lease. Net 
investment outstanding for month $4,865 (gross 
investment $5,915 ($6,050 -  $135) less unearned 
income $1,050) x 1.003% (monthly implicit rate 
in the lease) = $49. (See paragraph 18(b).)
Disposition of Asset* for $2,100
L E S S E E
7/1/79 Cash 100
Obligations under capital leases 1,980
Accrued interest on obligations under capital leases 20
Leased property under capital leases 
Gain on disposition of leased property
To record the liquidation of the obligations under 
capital leases and receipt of cash in excess of the 
residual guarantee through the sale of the leased 
property.
L E SSO R
7/1/79 Cash 2,000
Minimum lease payments receivable
To record the receipt of the amount of the les­
see’s guarantee.
*See note on next page.
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49
2,000
100
2,000
Note to Disposition of Asset
Had the lessee elected at July 1, 1979 to renew the lease, it would render inoperative the 
guarantee as of that date. For that reason, the renewal would not be treated as a new agreement, 
as would otherwise be the case under paragraph 9, but would instead be accounted for as provided 
in paragraph 12. The lessee would accordingly adjust the remaining balances of the asset and 
obligation from the original lease, which at June 30, 1979 were equal, by an amount equal to the 
difference between the present value of the future minimum lease payments under the revised 
agreement and the remaining balance of the obligation. The present value of the future minimum 
lease payments would be computed using the rate of interest used to record the lease initially.
From the lessor’s standpoint, the revised agreement would be accounted for in accordance 
with paragraph 17(e). Accordingly, the remaining balance of minimum lease payments receivable 
would be adjusted to the amount of the payments called for by the revised agreement, and the 
adjustment would be credited to unearned income.
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APPENDIX D
Illustrations of Disclosure by Lessees and Lessors
122. This Appendix illustrates one way of meeting the disclosure requirements of this State­
ment, except for those relating to leveraged leases which are illustrated in Appendix E. The 
illustrations do not encompass all types of leasing arrangements for which disclosures are re­
quired. For convenience, the illustrations have been constructed as if the Statement had been in 
effect in prior years.
LESSEE’S DISCLOSURE
Company X 
BALANCE SHEET
ASSETS LIABILITIES
December 31, December 31,
1976 1975 1976 1975
Leased property under Current:
capital leases, less Obligations under capital
accumulated amortization XXX XXX leases XXX XXX
(Note 2) (Note 2) 
Noncurrent:
Obligations under capital 
leases XXX XXX
(Note 2)
Footnotes appear on the following pages.
FOOTNOTES
Note 1—Description of Leasing Arrangements
The Company conducts a major part of its operations from leased facilities which include a 
manufacturing plant, 4 warehouses, and 26 stores. The plant lease, which is for 40 years expiring 
in 1999, is classified as a capital lease. The warehouses are under operating leases that expire over 
the next 7 years. Most of the leases of store facilities are classified as capital leases. All of the 
leases of store facilities expire over the next 15 years.
Most of the operating leases for warehouses and store facilities contain one of the following 
options: (a) the Company can, after the initial lease term, purchase the property at the then fair 
value of the property or (b) the Company can, at the end of the initial lease term, renew its lease at 
the then fair rental value for periods of 5 to 10 years. These options enable the Company to retain 
use of facilities in desirable operating areas. The rental payments under a store facility lease are 
based on a minimum rental plus a percentage of the store’s sales in excess of stipulated amounts. 
Portions of store space and warehouse space are sublet under leases expiring during the next 5 
years.
In addition, the Company leases transportation equipment (principally trucks) and data 
processing equipment under operating leases expiring during the next 3 years.
In most cases, management expects that in the normal course of business, leases will be 
renewed or replaced by other leases.
The plant lease prohibits the Company from entering into future lease agreements if, as a 
result of new lease agreements, aggregate annual rentals under all leases will exceed $XXX.
136
Note 2—Capital Leases
The following is an analysis of the leased property under capital leases by major classes:
Asset Balances at 
December 31,  
Classes of Property 1976 1975
Manufacturing plant $xxx $xxx
Store facilities XXX XXX
Other XXX XXX
XXX XXX
Less: Accumulated amortization (XXX) (XXX)
$XXX $xxx
The following is a schedule by years of future minimum lease payments under capital leases 
together with the present value of the net minimum lease payments as of December 31, 1976:
Year ending December 31:
1977 $XXX
1978 XXX
1979 XXX
1980 XXX
1981 XXX
Later years XXX
Total minimum lease payments1 XXX
Less: Amount representing estimated executory costs (such as 
taxes, maintenance, and insurance), including profit thereon, 
included in total minimum lease payments (XXX)
Net minimum lease payments XXX
Less: Amount representing interest2 (XXX)
Present value of net minimum lease payments3 $XXX
1 Minimum payments have not been reduced by minimum sublease rentals of $XXX due in the future under noncancel- 
able subleases. They also do not include contingent rentals which may be paid under certain store leases on the basis of a 
percentage of sales in excess of stipulated amounts. Contingent rentals amounted to $XXX in 1976 and $XXX in 1975.
2Amount necessary to reduce net minimum lease payments to present value calculated at the Company’s incremental 
borrowing rate at the inception of the leases.
3Reflected in the balance sheet as current and noncurrent obligations under capital leases of $XXX and $XXX, 
respectively.
Note 3—Operating Leases
The following is a schedule by years of future minimum rental payments required under 
operating leases that have initial or remaining noncancelable lease terms in excess of one year as 
of December 31, 1976:
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Year ending December 31:
1977 $xxx
1978 XXX
1979 XXX
1980 XXX
1981 XXX
Later years XXX
minimum payments required* $xxx
The following schedule shows the composition of total rental expense for all operating leases 
except those with terms of a month or less that were not renewed:
Year ending December 31,
1976 1975
Minimum rentals $XXX $XXX
Contingent rentals XXX XXX
Less: Sublease rentals (XXX) (XXX)
$xxx $xxx
* Minimum payments have not been reduced by minimum sublease rentals of $XXX due in the future under noncancel- 
able subleases.
LESSOR’S DISCLOSURE (Other Than for Leveraged Leases)
Company X 
BALANCE SHEET
ASSETS December 31,
Current assets:
1976 1975
Net investment in direct financing and sales-type leases (Note 2) 
Noncurrent assets:
XXX XXX
Net investment in direct financing and sales-type leases (Note 2) 
Property on operating leases and property held for leases (net of accumu­
lated depreciation of $XXX and $XXX for 1976 and 1975, respectively)
XXX XXX
(Note 3) XXX XXX
Footnotes appear on the following pages.
FOOTNOTES
Note 1—Description of Leasing Arrangements
The Company’s leasing operations consists principally of the leasing of various types of heavy 
construction and mining equipment, data processing equipment, and transportation equipment. 
With the exception of the leases of transportation equipment, the bulk of the Company’s leases are 
classified as direct financing leases. The construction equipment and mining equipment leases 
expire over the next ten years and the data processing equipment leases expire over the next 
eight years. Transportation equipment (principally trucks) is leased under operating leases that 
expire during the next three years.
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Note 2—Net Investment in Direct Financing and Sales-Type Leases
The following lists the components of the net investment in direct financing and sales-type 
leases as of December 31:
1976 1975
Total minimum lease payments to be received*
Less: Amounts representing estimated executory costs (such as
$xxx $xxx
taxes, maintenance, and insurance), including profit thereon, 
included in total minimum lease payments (XXX) (XXX)
Minimum lease payments receivable XXX XXX
Less: Allowance for uncollectibles (XXX) (XXX)
Net minimum lease payments receivable XXX XXX
Estimated residual values of leased property (unguaranteed) XXX XXX
Less: Unearned income (XXX) (XXX)
Net investment in direct financing and sales-type leases $XXX $xxx
*Minimum lease payments do not include contingent rentals which may be received under certain leases of data 
processing equipment on the basis of hours of use in excess of stipulated minimums. Contingent rentals amounted to $XXX 
in 1976 and $XXX in 1975. At December 31, 1976, minimum lease payments for each of the five succeeding fiscal years are 
as follows: $XXX in 1977, $XXX in 1978, $XXX in 1979, $XXX in 1980, and $XXX in 1981.
Note 3—Property on Operating Leases and Property Held for Lease
The following schedule provides an analysis of the Company’s investment in property on 
operating leases and property held for lease by major classes as of December 31, 1976:
Construction equipment $ x x x
Mining equipment X X X
Data processing equipment X X X
Transportation equipment X X X
Other X X X
X X X
Less: Accumulated depreciation (XXX)
$xxx
Note 4—Rentals under Operating Leases
The following is a schedule by years of minimum future rentals on noncancelable operating 
leases as of December 31, 1976:
Year ending December 31:
1977 $ x x x
1978 X X X
1979 X X X
1980 X X X
1981 X X X
Later years X X X
Total minimum future rentals* $XXX
*This amount does not include contingent rentals which may be received under certain leases of data processing 
equipment on the basis of hours of use in excess of stipulated minimums. Contingent rentals amounted to $XXX in 1976 
and $XXX in 1975.
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APPENDIX E
Illustrations of Accounting and Financial 
Statement Presentation for Leveraged Leases
123. This Appendix illustrates the accounting requirements of this Statement and one way of 
meeting its disclosure requirements as applied to a leveraged lease. The illustrations do not 
encompass all circumstances that may arise in connection with leveraged leases; rather, the 
illustrations are based on a single example of a leveraged lease, the terms and assumptions for 
which are stated in Schedule 1. The elements of accounting and reporting illustrated for this 
example of a leveraged lease are as follows:
1. Leveraged lease example—terms and assumptions, Schedule 1
2. Cash flow analysis by years, Schedule 2
3. Allocation of annual cash flow to investment and income, Schedule 3
4. Journal entries for lessor’s initial investment and first year of operation, Schedule 4
5. Financial statements including footnotes at end of second year
6. Accounting for a revision in the estimated residual value of the leased asset assumed to
occur in the eleventh year of the lease (from $200,000 to $120,000):
a. Revised allocation of annual cash flow to investment and income, Schedule 5
b. Balances in investment accounts at beginning of the eleventh year before revised 
estimate, Schedule 6
c. Journal entries, Schedule 7
d. Adjustment of investment accounts, Schedule 8
SCHEDULE 1
Leveraged Lease Example 
Terms and Assumptions
Cost of leased asset 
(equipment)
Lease term
Lease rental payments 
Residual value
Financing:
Equity investment by 
lessor
Long-term nonrecourse 
debt
Depreciation allowable 
to lessor for income 
tax purposes
Lessor’s income tax rate 
(federal and state) 
Investment tax credit
Initial direct costs
$1,000,000
15 years, dating from January 1, 1975 
$90,000 per year (payable last day of each year)
$200,000 estimated to be realized one year after lease termination. In 
the eleventh year of the lease the estimate is reduced to $120,000.
$400,000
$600,000, bearing interest at 9% and repayable in annual installments 
(on last day of each year) of $74,435.30
Seven-year ADR life using double-declining-balance method for the 
first two years (with the half-year convention election applied in the 
first year) and sum-of-years digits method for remaining life, depre­
ciated to $100,000 salvage value
50.4% (assumed to continue in existence throughout the term of the 
lease)
10% of equipment cost or $100,000 (realized by the lessor on last day of 
first year of lease)
For simplicity, initial direct costs have not been included in the illus­
tration.
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SCHEDULE 3
Allocation of Annual Cash Flow to Investment and Income
Year
1
Lessor’s net 
investment at 
beginning 
of year
2 3
Annual Cash Flow
4 5 6 7 
Components of Income2
Total
(from
Schedule 2, 
col. 8)
Allocated
to
investment
Allocated
to
income1
Pretax
income
Tax effect 
of pretax 
income
Investment
tax
credit
1 $400,000 $169,421 $134,833 $ 34,588 $ 9,929 $ (5,004) $ 29,663
2 265,167 119,923 96,994 22,929 6,582 (3,317) 19,664
3 168,173 89,769 75,227 14,542 4,174 (2,104) 12,472
4 92,946 71,525 63,488 8,037 2,307 (1,163) 6,893
5 29,458 53,182 50,635 2,547 731 (368) 2,184
6 (21,177) 18,616 18,616 — — — —
7 (39,793) (9,553) (9,553) — — — —
8 (30,240) (11,108) (11,108) — — — —
9 (19,132) (12,803) (12,803 — — — —
10 (6,329) (14,649) (14,649) — — — —
11 8,320 (16,663) (17,382) 719 206 (104) 617
12 25,702 (18,857) (21,079) 2,222 637 (321) 1,906
13 46,781 (21,248) (25,293) 4,045 1,161 (585) 3,469
14 72,074 (23,856) (30,088) 6,232 1,789 (902) 5,345
15 102,162 (26,698) (35,532) 8,834 2,536 (1,278) 7,576
16 137,694 149,600 137,694 11,906 3,418 (1,723) 10,211
Totals $516,601 $400,000 $116,601 $33,470 $(16,869) $100,000
1 Lease income is recognized as 8.647% of the unrecovered investment at the beginning of each year 
investment is positive. The rate is that rate which when applied to the net investment in the years i
in which the net 
in which the net
investment is positive will distribute the net income (net cash flow) to those years. The rate for allocation used in this 
Schedule is calculated by a  trial and error process. The allocation is calculated based upon an initial estimate of the rate as a 
starting point. If the total thus allocated to income (column 4) differs under the estimated rate from the net cash flow 
(Schedule 2, column 8) the estimated rate is increased or decreased, as appropriate, to derive a revised allocation. This 
process is repeated until a rate is selected which develops a total amount allocated to income that is precisely equal to the 
net cash flow. As a practical matter, a computer program is used to calculate Schedule 3 under successive iterations until 
the correct rate is determined.
2Each component is allocated among the years of positive net investment in proportion to the allocation of net in­
come in column 4.
SCHEDULE 4
Illustrative Journal Entries for Year Ending December 3 1 , 1975
Lessor’s Initial Investment
Rentals receivable (Schedule 2, total of column 1 less residual value, 
less totals of columns 3 and 6) 233,470
Investment tax credit receivable (Schedule 2, column 7) 100,000
Estimated residual value (Schedule 1) 200,000
Unearned and deferred income 
(Schedule 3, totals of columns 5 and 7)
Cash
Record lessor’s initial investment
133,470
400,000
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15,565
First Year of Operation 
Journal E n try  1 
Cash
Rentals receivable (Schedule 2, column 1 less columns 
3 and 6)
Collection of first year’s net rental 
Journal E n try  2 
Cash*
Investment tax credit receivable (Schedule 2, column 7)
Receipt of investment tax credit 
Journal E n try  3 
Unearned and deferred income
Income from leveraged leases (Schedule 3, column 5) 
Recognition of first year’s portion of pretax income allocated 
in the same proportion as the allocation of total income
x 33,470 = 9,929)
Journal E n try  4 
Unearned and deferred income
Investment tax credit recognized (Schedule 3, column 7) 
Recognition of first year’s portion of investment tax credit allocated 
in the same proportion as the allocation of total income
34,588 x 100,000 = 29,663
116,601
Journal E n try  5 
Cash (Schedule 2, column 5)*
Income tax expense (Schedule 3, column 6)
Deferred taxes
To record receipt of first year’s tax credit from lease operation, 
to charge income tax expense for tax effect of pretax 
accounting income, and to recognize as deferred taxes the 
tax effect of the difference between pretax accounting 
income and the tax loss for the year, calculated as follows:
Tax loss (Schedule 2, column 4) $(106,857)
Pretax accounting income 9,929
Difference $(116,786)
Deferred taxes
($116,786 x 50.4%) $ 58,860
100,000
9,929
29,663
53,856
5,004
15,565
100,000
9,929
29,663
58,860
*Receipts of the investment tax credit and other tax benefits are shown as cash receipts for simplicity only. Those 
receipts probably would not be in the form of immediate cash inflow. Instead, they likely would be in the form of reduced 
payments of taxes on other income of the lessor or on the combined income of the lessor and other entities whose 
operations are joined with the lessor’s operations in a consolidated tax return.
*See note on page 108.
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34,588
116,601
ILLUSTRATIVE PARTIAL FINANCIAL STATEMENTS 
INCLUDING FOOTNOTES
BALANCE SHEET
ASSETS LIABILITIES
December 31, December 31,
1976 1975 1976 1975
Investment in leveraged   Deferred taxes arising
leases $334,708 $324,027 from leveraged leases $166,535 $58,860
INCOME STATEMENT
(Ignoring all income and expense items other than those relating to leveraged leasing)
1976 1975
Income from leveraged leases $ 6,582 $ 9,929
Income before taxes and investment tax credit 6,582 9,929
Less: Income tax expense* (3,317) (5,004)
3,265 4,925
Investment tax credit recognized* 19,664 29,663
Net income $22,929 $34,588
Footnotes appear on the following pages.
*These two items may be netted for purposes of presentation in the income statement, provided that the separate 
amounts are disclosed in a note to the financial statements.
FOOTNOTES
Investment in Leveraged Leases
The Company is the lessor in a leveraged lease agreement entered into in 1975 under which 
mining equipment having an estimated economic life of 18 years was leased for a term of 15 years. 
The Company’s equity investment represented 40 percent of the purchase price; the remaining 60 
percent was furnished by third-party financing in the form of long-term debt that provides for no 
recourse against the Company and is secured by a first lien on the property. At the end of the 
lease term, the equipment is turned back to the Company. The residual value at that time is 
estimated to be 20 percent of cost. For federal income tax purposes, the Company receives the 
investment tax credit and has the benefit of tax deductions for depreciation on the entire leased 
asset and for interest on the long-term debt. Since during the early years of the lease those 
deductions exceed the lease rental income, substantial excess deductions are available to be 
applied against the Company’s other income. In the later years of the lease, rental income will 
exceed the deductions and taxes will be payable. Deferred taxes are provided to reflect this 
reversal.
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The Company’s net investment in leveraged leases is composed of the following elements:
December 31,
Rentals receivable (net of principal and interest on
1976 1975
the nonrecourse debt) $202,340 $217,905
Estimated residual value of leased assets 200,000 200,000
Less: Unearned and deferred income (67,632) (93,878)
Investment in leveraged leases 334,708 324,027
Less: Deferred taxes arising from leveraged leases (166,535) (58,860)
Net investment in leveraged leases $168,173 $265,167
SCHEDULE 5
Allocation of Annual Cash Flow to Investment and Income 
Revised to Include New Residual Value Estimate
1 2 3 4 5 6 7
Annual Cash Flow Components of Income
Year
Lessor's net 
investment at 
beginning 
of year Total
Allocated
to
investment
Allocated 
to income1
Pretax
loss
Tax effect 
of pretax 
loss
Investment
tax
credit
1 $400,000 $169,421 $142,458 $26,963 $(16,309) $ 8,220 $ 35,052
2 257,542 119,923 102,563 17,360 (10,501) 5,293 22,568
3 154,979 89,769 79,323 10,446 (6,319) 3,184 13,581
4 75,656 71,525 66,425 5,100 (3,085) 1,555 6,630
5 9,231 53,182 52,560 622 (377) 190 809
6 (43,329) 18,616 18,616 — — — —
7 (61,945) (9,553) (9,553) — — — —
8 (52,392) (11,108) (11,108) — — — —
9 (41,284) (12,803) (12,803) — — — —
10 (28,481) (14,649) (14,649) — — — —
11 (13,832) (16,663) (16,663) — — — —
12 2,831 (18,857) (19,048) 191 (115) 58 248
13 21,879 (21,248) (22,723) 1,475 (892) 450 1,917
14 44,602 (23,856) (26,862) 3,006 (1,819) 916 3,909
15 71,464 (26,698) (31,515) 4,817 (2,914) 1,469 6,262
16 102,979 109,920 102,979 6,941 (4,199) 2,116 9,024
Totals $476,921 $400,000 $76,921 $(46,530) $23,451 $100,000
1The revised allocation rate is 6.741%.
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SCHEDULE 6
Balances in Investment Accounts Before 
Revised Estimate of Residual Value
1 2 3 4 5 6 7
Unearned & Deferred
Income Net investment
Estimated Investment (col. 1+2+3)
Rentals residual tax credit Pretax in- Investment Deferred less
receivable1 value receivable come (loss)2 tax credit3 taxes4 (col. 4+5+6)
Initial investment $233,470 $200,000 $100,000 $33,470 $100,000 $ - $400,000
Changes in year of
operation
1 (15,565) — (100,000) (9,929) (29,663) 58,860 (134,833)
2 (15,565) — — (6,582) (19,664) 107,675 (96,994)
3 (15,565) — — (4,174) (12,472) 76,308 (75,227)
4 (15,565) — — (2,307) (6,893) 57,123 (63,488)
5 (15,565) — — (731) (2,184) 37,985 (50,635)
6 (15,565) — — — — 3,051 (18,616)
7 (15,565) — — — — (25,118) 9,553
8 (15,564) — — — — (26,672) 11,108
9 (15,564) — — — — (28,367) 12,803
10 (15,565) — — — — (30,214) 14,649
Balances, beginning
of eleventh year $ 77,822 $200,000 $ - $ 9,747 $ 29,124 $230,631 $ 8,320
Schedule 2, column 1, excluding residual value, less columns 3 and 6.
2Schedule 3, column 5.
3Schedule 3, column 7.
450.4% of difference between taxable income (loss), Schedule 2, column 4, and pretax accounting income (loss), 
Schedule 3, column 5.
SCHEDULE 7
Illustrative Journal Entries 
Reduction in Residual Value in Eleventh Year
Journal E n try  1
Pretax income (or loss)
Unearned and deferred income 
Pretax income (loss):
Balance at end of 10th year 9,7471
Revised balance ( 9,939)2
Adjustment (19,686)
Deferred investment tax credit:
Balance at end of 10th year 29,1243
Revised balance 21,3604
Adjustment ( 7,764)
Investment tax credit recognized 
Estimated residual value
60,314
27,450
7,764
80,000
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To record:
i. The cumulative effect on pretax income and the effect on future income resulting 
from the decrease in estimated residual value:
Reduction in estimated residual value $80,000
Less portion attributable to future years 
(unearned and deferred income) (19,686)
Cumulative effect (charged against current income) $60,314
ii. The cumulative and future effect of the change in allocation of the investment 
tax credit resulting from the reduction in estimated residual value 
Journal E n try  2
Deferred taxes 30,398
Income tax expense 30,398
To recognize deferred taxes for the difference between pretax 
accounting income (or loss) and taxable income (or loss) 
for the effect of the reduction in estimated residual value.
Pretax accounting loss per journal entry 1 $(60,314)
Tax income (or loss) —
Difference $(60,314)
Deferred taxes ($60,314 x 50.4%) $(30,398)
1Schedule 6, column 4.
2Schedule 5, total of column 5 less amounts applicable to the first 10 years. 
3Schedule 6, column 5.
4Schedule 5, total of column 7 less amounts applicable to the first 10 years.
SCHEDULE 8
Adjustment of Investment Accounts for Revised 
Estimate of Residual Value in Eleventh Year
1 2
Estimated
Rentals residual
Balances, beginning of
receivable value
eleventh year (Schedule 6) 
Adjustment of estimated residual 
value and unearned and 
deferred income (Schedule
$77,822 $200,000
7—journal entry 1)
Adjustment of deferred taxes for 
the cumulative effect on 
pretax accounting income
(80,000)
(Schedule 7—journal entry 2) 
Adjusted balances, beginning
— —
of eleventh year $77,822 $120,000
3 4 
Unearned & Deferred 
Income
Pretax in- Investment 
come (loss) tax credit
5
Deferred
taxes
6
Net investment 
(col. 1+2) less 
(col. 3+4+5)
$ 9,747 $29,124 $230,631 $ 8,320
(19,686) (7,764) — (52,550)
(30,398) 30,398
$ (9,939) $21,360 $200,233 $(13,832)1
1 Schedule 5, column 1.
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APPENDIX B
STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 17 
ACCOUNTING FOR LEASES—INITIAL DIRECT COSTS—
AN AMENDMENT OF FASB STATEMENT NO. 13 
NOVEMBER 1977
INTRODUCTION AND BACKGROUND INFORMATION
1. F A S B  S ta tem ent N o. 13, “Accounting for Leases,” issued by the Board in November 1976, 
defined in itia l direct costs in paragraph 5(m) as follows:
Those incremental direct costs incurred by the lessor in negotiating and consummating 
leasing transactions (e.g., commissions and legal fees).
2. Since issuance of F A S B  S ta tem ent N o. 13 the Board has received a number of requests to 
interpret the definition of in itia l direct costs, specifically to clarify the meaning of “incremental 
direct costs.” On April 7, 1977, the Board submitted a proposed Interpretation of the definition to 
the members of the Financial Accounting Standards Advisory Council for comment. The proposed 
Interpretation stated that direct referred to those costs that are incurred in connection with 
specific leasing transactions and increm ental limited such costs to those that vary directly with 
the number or dollar amount of leasing transactions, as distinct from ongoing, recurring expenses 
that ordinarily do not vary with the number or dollar amount of leasing transactions. Twenty-five 
letters of comment were received from Council members and from others representing businesses 
that would be affected by the Interpretation. Many respondents to the proposed Interpretation 
urged the Board to include in the definition of initial direct costs sales salaries and other costs that 
do not vary directly with specific leasing transactions but that do vary with the general level of 
leasing business acquired. The Board concluded that it should amend the definition of initial direct 
costs to encompass costs that are directly related to consummated leasing transactions and that 
vary either with specific leasing transactions or with the general level of leasing business ac­
quired.
3. An Exposure Draft of a proposed Statement on “Accounting for Leases—Initial Direct 
Costs” was issued on August 8 ,  1977. The Board received 42 letters of comment in response to the 
Exposure Draft. Certain of those comments and the Board’s consideration of them are discussed 
in paragraphs 4-6 below.
4. Some respondents recommended that the Board conform the accounting for initial direct 
costs of leases to the existing practices for other financing activities of finance companies; other 
respondents recommended that the Board conform the accounting for initial direct costs of leases 
to the existing practices for other financing activities of banks. The A IC P A  In d u stry  A u d it 
Guide, “Audits of Finance Companies,” permits the use of any of three overall methods of recog­
nizing finance income. All of the methods require that direct and indirect acquisition costs applica­
ble to loans be charged to operations when incurred. Two of the methods require that an amount 
of deferred finance income equal to estimated acquisition costs be transferred to operations in the 
same period; such a transfer is prohibited under the other permitted method. Banks often charge 
all loan origination costs to expense without offsetting revenue recognition. Conforming the 
accounting for initial direct costs of leases to the accounting for initial direct costs of other
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financing activities of various types of enterprises would require alternative methods of account­
ing for similar leasing transactions. Still other respondents recommended that the Board permit 
the option of charging initial direct costs to expense without offsetting revenue recognition. The 
Board concluded that it should not prescribe alternative methods of accounting for similar leasing 
transactions.
5. Some respondents to the Exposure Draft stated that the cost of identifying the portion of 
salespersons’ salaries that relates to specific completed leasing transactions would be excessive. 
The Board believes that salespersons can estimate the portion of their time that results in com­
pleted leases and the portion spent in negotiations for leases that were not consummated and in 
other activities and that reasonable allocations of other costs can be made based on similar 
estimates. In some enterprises, the determinations can be made by periodic statistical samples. 
The Board believes that enterprises can perform the required allocations without excessive cost.
6. Some respondents to the Exposure Draft asked if the Board intended that a provision for 
bad debts be included in initial direct costs. The Board does not intend that initial direct costs, as 
defined, include a provision for bad debts. Accounting for bad debts that are expected to result 
from leases and other financing activities is a pervasive issue that the Board did not address in 
F A S B  S ta tem ent N o. 13. The Board has not studied that question and did not intend that 
Statement No. 13 would change existing practices in accounting for bad debts.
7. The Board concluded that on the basis of existing data it could make an informed decision 
on the matter addressed in this Statement without a public hearing and that the effective date and 
transition prescribed in paragraph 9 are advisable.
STANDARDS OF FINANCIAL ACCOUNTING AND REPORTING
Amendment to FASB Statement No. 13
8. Paragraph 5(m) of F A SB  S ta tem ent N o. 13 is superseded by the following:
In itia l direct costs. Those costs incurred by the lessor that are directly associated with 
negotiating and consummating completed leasing transactions. Those costs include, but 
are not necessarily limited to, commissions, legal fees, costs of credit investigations, 
and costs of preparing and processing documents for new leases acquired. In addition, 
that portion of salespersons’ compensation, other than commissions, and the compensa­
tion of other employees that is applicable to the time spent in the activities described 
above with respect to completed leasing transactions shall also be included in initial 
direct costs. That portion of the salespersons’ compensation and the compensation of 
other employees that is applicable to the time spent in negotiating leases that are not 
consummated shall not be included in initial direct costs. No portion of supervisory and 
administrative expenses or other indirect expenses, such as rent and facilities costs, 
shall be included in initial direct costs.
Effective Date and Transition
9. The provisions of this amendment to F A S B  S ta tem ent N o. 13 shall be effective for leasing 
transactions and lease agreement revisions (see paragraph 9 of Statement No. 13) entered into 
on or after January 1, 1978. Earlier application is encouraged. In addition, the provisions of this 
Statement shall be applied retroactively at the same time and in the same manner as the provi­
sions of Statement No. 13 are applied retroactively (see paragraphs 49 and 51 of Statement No. 
13). Enterprises that have already applied the provisions of Statement No. 13 retroactively and 
have published financial statements based on the retroactively adjusted accounts before the 
effective date of this Statement may, but are not required to, apply the provisions of this State­
ment retroactively.
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The provisions of this Statement need 
not be applied to immaterial items.
This S ta tem ent w as adopted by the affirm ative votes o f  f iv e  m em bers o f  the F inan cia l A ccounting  
S tan dards B oard. M essrs. Gellein and K irk  dissented.
Messrs. Gellein and Kirk dissent because the Statement proliferates further, and therefore adds 
confusion to, the accounting for costs of acquiring business. As indicated in paragraph 4 of the 
Statement, financial-type enterprises, including banks, finance companies, leasing companies, and 
insurance companies, follow various methods of accounting for acquisition costs. Messrs. Gellein 
and Kirk object to piecemeal consideration of the accounting for such acquisition costs, particu­
larly if the result is to establish a method followed by few, if any, companies, without offering the 
rationale for the method. Understanding of financial statements of companies in industries with 
similar operating circumstances is not enhanced by specifying a new accounting method based on a 
new meaning of terms for certain transactions of an enterprise while similar transactions are 
accounted for under different methods.
Messrs. Gellein and Kirk believe that the revenue of a period is not determined by the 
expenses of the period and therefore they can accept a transfer to revenue of an amount equiva­
lent to certain expenses of the period only as an expedient, pending further consideration of the 
accounting for business acquisition costs. In the meantime they would limit the extent of that kind 
of transfer to additional costs incurred to obtain the business, as was the intention in F A SB  
S ta tem ent N o. 13 and the proposed Interpretation referred to in paragraph 2 of this Statement.
M em bers o f  the F inancia l A ccounting S tan dards B oard:
M arshall S. A rmstrong, C hairm an
Oscar S. G e llein
D onald J .  K irk
A rthur  L . L itke
R obert E. Mays
R obert T. S prouse
R alph  E . W alters
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APPENDIX C
STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 22 
CHANGES IN THE PROVISIONS OF LEASE AGREEMENTS RESULTING 
FROM REFUNDINGS OF TAX-EXEMPT DEBT 
AN AMENDMENT OF FASB STATEMENT NO. 13 
JUNE 1978
INTRODUCTION AND BACKGROUND INFORMATION
1. The FASB has been asked to reconcile an apparent inconsistency between F A S B  S ta te­
m ent N o. 13, “Accounting for Leases,” and A P B  O pinion N o. 26, “Early Extinguishment of 
Debt,” arising from refundings of tax-exempt debt, including advance refundings1 that are ac­
counted for as early extinguishments of debt. In some situations tax-exempt debt is issued to 
finance construction of a facility, such as a plant or hospital, that is transferred to a user of the 
facility by either lease or sale. A lease or, in the case of sale, a mortgage note generally serves as 
collateral for the guarantee of payments equivalent to those required to service the tax-exempt 
debt. Payments required by the terms of the lease or mortgage note are essentially the same, as 
to both amount and timing, as those required by the tax-exempt debt. In practice, a liability 
equivalent to the amount of the tax-exempt debt often has been included in the accounts of the 
lessee or the mortgagor. Some issuers of tax-exempt debt recently have entered into refundings 
and, concurrently, the terms of the related lease or mortgage note have been changed to conform 
with the terms of the refunding issue. If a refunding of tax-exempt debt results in a change in the 
provisions of a lease and the revised lease is classified as a capital lease by a lessee or a direct 
financing lease by a lessor, gain or loss is not recognized under Statement No. 13 (see paragraphs 
14(a) and 17(f)(i) of the Statement). If a refunding of tax-exempt debt results in a change in the 
terms of a mortgage note, any gain or loss arising from the transaction because of the change in 
the carrying amount of the debt would be recognized currently in accordance with the provisions 
of Opinion No. 26.
Lessee Accounting
2. Paragraph 14(a) of F A SB  S ta tem ent N o. 13 sets forth the accounting by a lessee for a 
change in the provisions, a renewal, or an extension of an existing lease if the revised lease 
agreement is classified as a capital lease as follows:
If the provisions of the lease are changed in a way that changes the amount of the 
remaining minimum lease payments and the change either (i) does not give rise to a 
new agreement . . .  or (ii) does give rise to a new agreement but such agreement is also 
classified as a capital lease, the present balances of the asset and the obligation shall be 
adjusted by an amount equal to the difference between the present value of the future 
minimum lease payments under the revised or new agreement and the present balance 
of the obligation. The present value of the future minimum lease payments under the 
revised or new agreement shall be computed using the rate of interest used to record 
the lease initially.
1 An advance refunding involves the issuance of new debt to replace existing debt with the proceeds from the new debt 
placed in trust or otherwise restricted to retire the existing debt at a determinable future date or dates. Descriptions of 
advance refundings that are and are not accounted for as early extinguishments of debt are presented in the AICPA 
Statement of Position on “Accounting for Advance Refundings of Tax-Exempt Debt.”
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3. In accounting for an early extinguishment of debt, paragraph 20 of A P B  O pinion No. 26 
requires that “a difference between the reacquisition price and the net carrying amount of the 
extinguished debt should be recognized currently in income of the period of extinguishment as 
losses or gains. . ." In this regard, paragraph 8 of F A SB  S tatem ent N o. 4 , “Reporting Gains and 
Losses from Extinguishment of Debt,” requires that “gains and losses from extinguishment of 
debt that are included in the determination of net income shall be aggregated and, if material, . . . 
classified as an extraordinary item, net of related income tax effect.”
4. If a refunding of tax-exempt debt results in a change in the provisions of a capital lease 
that passes the perceived economic advantages of the refunding through to the lessee, paragraph 
14(a) of F A SB  S tatem ent N o. 13 requires the lessee to adjust both the asset and related obligation 
for any difference caused by a change in the provisions of a lease. If the perceived economic 
advantages of the same refunding had been passed through by a change in the terms of a mortgage 
note, the accounting specified by A P B  O pinion No. 26 would result in the recognition of a gain or 
loss.
5. The Board considered the possibility of amending A P B  O pinion N o. 26 to defer recogni­
tion of gain or loss. That would not completely eliminate the inconsistency unless the gain or loss 
were included as an adjustment to the cost of the related property, because F A S B  S ta tem ent No. 
13 specifies that any difference resulting from a change in the provisions of a capital lease should 
be accounted for as an adjustment of the leased asset. In the interest of a timely resolution of the 
conflict, the Board decided that paragraph 14 of Statement No. 13 should be amended so that the 
accounting will be compatible with that specified by Opinion No. 26.
Lessor Accounting
6. Paragraph 17(f)(i) of F A SB  S ta tem ent N o. 13 specifies the accounting by a lessor for a 
change in the provisions, a renewal, or an extension of an existing lease if the revised lease 
agreement is classified as a direct financing lease as follows:
If the provisions of a lease are changed in a way that changes the amount of the 
remaining minimum lease payments and the change either (a) does not give rise to a 
new agreement . . .  or (b) does give rise to a new agreement but such agreement is 
classified as a direct financing lease, the balance of the minimum lease payments 
receivable and the estimated residual value, if affected, shall be adjusted to reflect the 
change . . . and the net adjustment shall be charged or credited to unearned income.
7. If a refunding of tax-exempt debt results in a change in the provisions of a lease that 
passes the perceived economic advantages of the refunding through to the lessee and the revised 
agreement is classified as a direct financing lease, paragraphs 18(c) and 17(f)(i) of F A SB  S ta te­
m en t N o. 13 require the lessor to adjust the balance of the minimum lease payments receivable 
and unearned income. The lessor, on the other hand, would look to A P B  O pinion N o. 26 for 
guidance in accounting for a refunding. That Opinion requires recognition of a gain or loss concur­
rent with early extinguishments of debt. The Board has concluded that the accounting for changes 
in the provisions of a lease in connection with a refunding of tax-exempt debt should be compatible 
with the accounting for the refunding of the debt itself. The Board has, therefore, decided to 
amend paragraph 17(f) of Statement No. 13 so that any gain or loss resulting from a change in the 
provisions of a lease agreement in connection with a refunding of tax-exempt debt is recognized 
when the tax-exempt debt is considered to have been extinguished.
Other Matters
8. An Exposure Draft of a proposed Statement on “Accounting for Leases: Changes in the 
Provisions of Lease Agreements Resulting from Refundings of Tax-Exempt Debt” was issued on
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December 19, 1977. The Board received 26 letters of comment in response to the Exposure Draft, 
most of which expressed general agreement.
9. Several respondents recommended that the final Statement should apply to all types of 
refundings and not be limited to refundings involving only tax-exempt debt. The Board noted 
that, typically, lessors in tax-exempt debt refundings are governmental or quasi-governmental 
agencies that are not affected by state or federal income tax regulations. For the most part, the 
governmental lessor’s borrowing serves only to obtain necessary financing for the construction of 
the leased facilities. Refundings that do not involve tax-exempt debt may involve considerations 
beyond those normally present in the lessor/lessee relationship discussed above. The Board con­
sidered these recommendations and concluded that further consideration of the subject of re­
fundings should not delay the issuance of this Statement.
10. The Board has concluded that on the basis of existing information it can reach an in­
formed decision without a public hearing, and the effective date and transition specified in para­
graph 16 are advisable in the circumstances.
11. The Addendum to A P B  O pinion N o. 2 , “Accounting for the ‘Investment Credit’,” states 
that “differences may arise in the application of generally accepted accounting principles as 
between regulated and nonregulated businesses, because of the effect in regulated businesses of 
the rate-making process” and discusses the application of generally accepted accounting principles 
to regulated industries. Accordingly, the provisions of the Addendum shall govern the application 
of this Statement to those operations of a company that are regulated for rate-making purposes on 
an individual-company-cost-of-service basis.
STANDARDS OF FINANCIAL ACCOUNTING AND REPORTING
12. If prior to the expiration of the lease term a change in the provisions of a lease results 
from a refunding by the lessor of tax-exempt debt, including an advance refunding,2 in which the 
perceived economic advantages of the refunding are passed through to the lessee and the revised 
agreement is classified as a capital lease by the lessee or a direct financing lease by the lessor, the 
change shall be accounted for as follows: 
a. Lessee Accounting:
i. If a change in the provisions of a lease results from a refunding by the lessor of 
tax-exempt debt, including an advance refunding that is accounted for as an early 
extinguishment of debt, the lessee shall adjust the lease obligation to the present 
value of the future minimum lease payments under the revised lease using the 
effective interest rate applicable to the revised agreement and shall recognize any 
resulting gain or loss currently as a gain or loss on early extinguishment of debt. 
Any gain or loss so determined shall be classified in accordance with F A SB  S ta te­
m en t No. 4 .
ii. If the provisions of a lease are changed in connection with an advance refunding by 
the lessor of tax-exempt debt that is not accounted for as an early extinguishment of 
debt at the date of the advance refunding and the lessee is obligated to reimburse 
the lessor for any costs related to the debt to be refunded that have been or will be 
incurred, such as unamortized discount or issue costs or a call premium, the lessee 
shall accrue those costs by the “interest” method3 over the period from the date of 
the advance refunding to the call date of the debt to be refunded.
2See footnote 1.
3See paragraph 12 of FASB Statement No. 13 and footnote 11 thereto.
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b. Lessor accounting:4
i. If a change in the provisions of a lease results from a refunding of tax-exempt debt, 
including an advance refunding that is accounted for as an early extinguishment of 
debt, the lessor shall adjust the balance of the minimum lease payments receivable 
and the estimated residual value, if affected (i.e., the gross investment in the lease) 
in accordance with the requirements of paragraphs 18(c) and 17(f)(i) of F A S B  S ta te­
m en t N o. 13. The adjustment of unearned income shall be the amount required to 
adjust the net investment in the lease to the sum of the present values of the two 
components of the gross investment based on the interest rate applicable to the 
revised lease agreement. The combined adjustment resulting from applying the two 
preceding sentences shall be recognized as a gain or loss in the current period.
ii. If a change in the provisions of a lease results from an advance refunding that is not 
accounted for as an early extinguishment of debt at the date of the advance refund­
ing, the lessor shall systematically recognize, as revenue, any reimbursements to be 
received from the lessee for costs related to the debt to be refunded, such as un­
amortized discount or issue costs or a call premium, over the period from the date of 
the advance refunding to the call date of the debt to be refunded.
13. The accounting prescribed in subparagraphs 12(a)(i) and 12(b)(i) for a refunding of tax- 
exempt debt is illustrated in Appendix A.
Amendments to FASB Statement No. 13
14. The introduction to paragraph 14 of F A S B  S ta tem ent N o. 13 is amended to read as 
follows:
Except for a change in the provisions of a lease that results from a refunding by the 
lessor of tax-exempt debt, including an advance refunding, in which the perceived 
economic advantages of the refunding are passed through to the lessee by a change in 
the provisions of the lease agreement and the revised agreement is classified as a 
capital lease (see F A S B  S ta tem ent N o. 22), a change in the provisions of a lease, a 
renewal or extension14 of an existing lease, and a termination of a lease prior to the 
expiration of the lease term shall be accounted for as follows:
15. The introduction to paragraph 17(f) of F A SB  S ta tem ent N o. 13 is amended to read as 
follows:
Except for a change in the provisions of a lease that results from a refunding by the 
lessor of tax-exempt debt, including an advance refunding, in which the perceived 
economic advantages of the refunding are passed through to the lessee by a change in 
the provisions of the lease agreement and the rvised agreement is classified as a direct 
financing lease (see F A S B  S ta tem ent N o. 22), a change in the provisions of a lease, a 
renewal or extension19 of an existing lease, and a termination of a lease prior to the 
expiration of the lease term shall be accounted for as follows:
Effective Date and Transition
16. This Statement shall be effective for lease agreement revisions entered into on or after 
July 1, 1978. Earlier application is encouraged. In addition, the provisions of this Statement shall 
be applied retroactively at the same time and in the same manner as the provisions of F A SB  
S ta tem ent N o. 13 are applied retroactively (see paragraphs 49 and 51 of Statement No. 13).
4This paragraph prescribes the accounting for a direct financing lease by governmental units that classify and account 
for leases of that kind.
156
Enterprises that have already applied the provisions of Statement No. 13 retroactively and have 
published annual financial statements based on the retroactively adjusted accounts before the 
effective date of this Statement may, but are not required to, apply the provisions of this State­
ment retroactively.
The provisions of this Statement need 
not be applied to immaterial items.
This S ta tem ent w as adopted by the a ffirm ative votes o f  f iv e  m em bers o f  the F inan cia l A ccounting  
S tan dards B oard. M essrs. M arch and Sprouse dissented.
Mr. March dissents because he believes the Statement will encourage differing treatment of 
similar transactions based merely on legal form rather than real substance. As stated in para­
graph 1 of this Statement, tax-exempt debt refundings arise in situations where the user of a 
facility acquires that use by either a lease or sale. In either case, the governmental unit or 
authority often, if not usually, has no real liability to the holder of the debt who must look entirely 
to the resources of the lessee or mortgagor-purchaser. It is not logical to conclude that F A SB  
S ta tem ent N o. 13 is even applicable under these circumstances. The logic of the provisions of 
paragraphs 7, 9, and 12(a) of this Statement rests on the substance of the lessee’s obligations being 
the equivalent of debt.
The AICPA Statement of Position on “Accounting for Advance Refundings of Tax-Exempt 
Debt,” referred to in footnote 1 of this Statement, requires users of such a facility that are 
mortgagors to record their obligations for both the refunding issue and the debt to be refunded in 
the future when the latter issue is not accounted for as an early extinguishment of debt. This 
Statement fails to state specific acceptance or rejection of the existing practice, referred to in 
paragraph 1, which recognizes the reality of the transaction by accounting for a lessee’s obliga­
tions as debt in the same manner as a mortgagor. The Statement also fails to require presentation 
of the lessee’s obligations under both the original and refunding debt issues still outstanding, in a 
manner parallel to the mortgagor; by such silence inviting the development of alternative prac­
tices.
Mr. Sprouse dissents because he believes that a loss related to an advance refunding is the 
result of past events (see paragraphs 8 and 9 of A P B  O pinion No. 26) and should be recognized at 
the time the refunding commitment is made and the loss becomes measurable (see paragraph 8 of 
F A SB  S ta tem ent N o. 5). Despite identical changes in the cash flows required by a lease agree­
ment, subparagraph 12(a)(i) of this Statement requires the lessee to immediately recognize a gain 
or loss while subparagraph 12(a)(ii) requires the lessee to spread the amount of that gain or loss 
over the period between the advance refunding and call date, depending on the way in which the 
lessor accounts for the related advance refunding of tax-exempt debt. Subparagraph 12(b)(i) and 
subparagraph 12(b)(ii) call for counterpart immediate recognition or systematic accrual by the 
lessor, respectively. Mr. Sprouse believes that a loss related to an advance refunding is not a 
function of future passage of time and therefore it should be recognized when it becomes known 
and measurable rather than spread over a future period of time.
M em bers o f  the F inan cia l A ccounting S tan dards Board:
D onald J .  K ir k , C hairm an  
Oscar S . G e llein  
J ohn W . March 
R obert A. Morgan 
D avid M osso 
R obert T. S prouse 
R alph  E .  W alters
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APPENDIX A
Illustration of Lessor and Lessee Accounting 
Required by Paragraph 12 of This Statement
17. The following example illustrates the application of the requirements of subparagraphs 
12(a)(i) and 12(b)(i) of this Statement when a refunding of tax-exempt debt results in a change in 
the provisions of a lease agreement and the revised lease is classified as a direct financing lease by 
the lessor and as a capital lease by the lessee.
Computation Information
The following table summarizes the total debt service requirements of the serial obligation to 
be refunded and of the refunding obligation. It is presumed that the perceived economic advan­
tages of the refunding results from the lower interest rate applicable to the refunding obligation. 
The resulting reduction in total debt service requirements will be passed through to the lessee by 
changing the terms of the related lease to conform with the debt service requirements of the 
refunding obligation. All costs that have been or that will be incurred by the lessor in connection 
with the refunding transaction will be passed through to the lessee.
Fifteen Year Serial Debt Service Requirements ($000 omitted):
Obligation to Be Refunded 
Face Interest
Amount 7% Total
$50,000 $32,300 $82,300
Refunding Obligation*
Face Interest
Amount 5% Total Difference
$52,000 $23,150 $75,150 $7,150
*The face amount of the refunding obligation ($52,000,000) is equal to the face amount of the obligation to be refunded 
($50,000,000) plus the redemption premium applicable to the obligation to be refunded ($1,500,000) and the costs of 
issuance ($500,000).
Lessor Accounting
Computation of Required Adjustments to Reflect Changes in the Terms of a Lease Resulting 
from a Refunding of Tax-Exempt Debt
Adjustment to Balance of Minimum Lease Payments Receivable:
Present balance of minimum lease payments receivable (equal to debt service 
requirements of obligation to be refunded)
Minimum lease payments receivable under revised agreement (equal to 
debt service requirements of refunding obligation)
Adjustment to reflect reduction in minimum lease payments receivable
Adjustment to Unearned Income:
Change in the sum of the present value of the two components of the gross 
investment using the interest rate applicable to each agreement 
Change in the balance of minimum lease payments receivable 
Adjustment to reflect reduction in balance of unearned income
$82,300,000
75,150,000 
$ 7,150,000
$ 2 ,000,000 
7,150,000 
$ 9,150,000
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Summary of Adjustments ($000 omitted):
Minimum
Lease
Payments Unearned Net
Receivable Income Investment
Balance before Refunding $82,300 $32,300 $50,000
Adjustment (7,150) (9,150) 2,000
Balance after Refunding $75,150 $23,150 $52,000
Journal Entries to Record the Refunding and Changes in the Terms of the Lease Resulting 
from the Refunding of Tax-Exempt Debt
Recoverable deferred issue costs 500,000
Loss resulting from refunding of tax-exempt debt 1,500,000 
7% Outstanding obligation 50,000,000
5% Refunding obligation 52,000,000
To record loss from refunding $50,000,000—7% obligation with $52,000,000—5% refunding 
obligation in accordance with the provisions of A P B  O pinion N o. 26
Unearned income 9,150,000
Minimum lease payments receivable 7,150,000
Gain resulting from adjustment of lease terms 1,500,000
Recoverable deferred issue costs 500,000
To adjust unearned income by the amount required to adjust the net investment in the lease 
to the sum of the present values of the two components of the gross investment based on the 
interest rate applicable to the revised lease agreement in accordance with F A SB  S tatem ent No.
Lessee Accounting
Computation of Required Adjustment to Lease Obligation to Reflect Changes in the Terms of 
the Lease Resulting from a Refunding of Tax-Exempt Debt
Adjustment to Balance of Lease Obligation:
Present balance of lease obligation under original agreement $50,000,000
Present value of future minimum lease payments 
under revised agreement 51,500,000
Adjustment to lease obligation $ 1,500,000
Journal Entry to Record Adjustment to Lease Obligation Resulting from a Refunding of 
Tax-Exempt Debt
Loss resulting from revision to lease agreement 1,500,000 
Obligation under capital lease 1,500,000
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To record the loss resulting from changes in the lease terms resulting from a refunding of 
tax-exempt debt. For purposes of calculating the present value of the future minimum lease 
payments, deferred issue costs were considered as additional interest in determining the effective 
interest rate applicable to the revised agreement. (The loss shall be classified in accordance with 
F A S B  S ta tem ent N o. 4.)
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APPENDIX D
STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 23 
INCEPTION OF THE LEASE 
AN AMENDMENT OF FASB STATEMENT NO. 13 
AUGUST 1978
SUMMARY
Under F A S B  S ta tem ent No. 13, “Accounting for Leases,” the inception  o f  the lease is the 
date on which the classification of a lease is determined. The lease is recorded at the beginning of 
the lease term using the classification that was determined at the date of the inception of the lease. 
If property covered by a lease is yet to be constructed or has not yet been acquired by the lessor at 
the date of the lease agreement or any earlier commitment, this Statement:
•  Changes the “inception of the lease” from the date that construction is completed or the 
property is acquired by the lessor to the date of the lease agreement or any earlier 
commitment. This change is intended to result in a lease classification that more closely 
reflects the substance of the transaction.
•  Changes the lessee’s determination of “fair value of the leased property” for a lease with a 
cost-based or similar escalator provision from the amount estimated on the inception date 
to an amount that is escalated to give effect to increases under the escalator clause, when:
a. Fair value is used as a limitation on the amount of the asset to be recorded, or
b. Fair value is used as a basis for allocation of recorded amounts between land and 
buildings.
This change is intended to base the lessee’s accounting on amounts that relate to the 
finally determined lease payments.
If the redefined “inception of the lease” is a date before the beginning of the lease term, with 
limited exceptions this Statement prohibits the recording of increases in estimated residual value 
that may occur between those two dates.
INTRODUCTION AND BACKGROUND INFORMATION
1. The FASB has been asked to reconsider the application of F A S B  S ta tem ent No. 13, 
“Accounting for Leases,” for a leasing transaction in which the lessor and lessee agree on lease 
terms prior to the construction of the asset to be leased. Paragraph 2 describes circumstances in 
which a literal application of Statement No. 13 can result in a lease classification that does not 
reflect the economic considerations that entered into the agreement.
2. A lease that is, in effect, a financing transaction might be classified as an operating lease 
by both parties rather than as a capital lease to the lessee and a direct financing lease to the lessor. 
That classification would result from application of the 90 percent recovery criterion in F A SB  
S ta tem ent N o. 13 at the date of completion of construction instead of the earlier date of the 
agreement or commitment. If the fair value of the leased asset increases during the construction 
period, it is possible that the present value of the minimum lease payments at the beginning of the 
lease term could be more than 90 percent of the estimated fair value of the leased asset at the 
earlier agreement date but less than 90 percent of the fair value of the leased asset at the later 
date that construction is completed. On the other hand, if the fair value of the leased asset
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decreases during the construction period, a lease that would otherwise have been classified as a 
direct financing lease by the lessor might meet the criteria for classification as a sales-type lease, 
requiring recognition of a loss even though the terms of the lease were designed to provide full 
recovery of cost and a reasonable rate of return on net investment to the lessor.
3. In view of the matters discussed above, the Board concluded that it should amend the 
definition of “inception of the lease” in F A S B  S ta tem ent N o. 13 to make it the date of the lease 
agreement or any earlier commitment in all cases. Previously, if a lease were for property to be 
constructed or to be acquired by the lessor, the “inception of the lease” would have been the date 
that construction was completed or the property was acquired by the lessor. The purpose of the 
change is to make the classification of a lease, which is determined at its inception date, better 
reflect the economic considerations that entered into the agreement. This Statement also amends 
two paragraphs of Statement No. 13 to provide that, if a lease has a cost-based or similar 
construction period escalator clause, “fair value at the inception of the lease,” for purposes of the 
lessee’s recording of the lease, is escalated to reflect any increases under that clause.
4. An Exposure Draft of a proposed Statement on “Accounting for Leases—Inception of the 
Lease” was issued on December 19, 1977. The Board received 30 letters of comment in response to 
the Exposure Draft. Certain of the comments received and the Board’s consideration of them are 
discussed in Appendix A, “Summary of Consideration of Comments on Exposure Draft.”
5. The Board concluded that on the basis of existing information it can make an informed 
decision on the matters addressed by this Statement without a public hearing and that the 
effective date and transition specified in paragraph 11 are advisable in the circumstances.
STANDARDS OF FINANCIAL ACCOUNTING AND REPORTING
Amendments to FASB Statement No. 13
6. Paragraph 5(b) of F A SB  S ta tem ent N o. 13 is superseded by the following:
Inception  o f  the lease. The date of the lease agreement or commitment, if earlier. For 
purposes of this definition, a commitment shall be in writing, signed by the parties in 
interest to the transaction, and shall specifically set forth the principal provisions of the 
transaction. If any of the principal provisions are yet to be negotiated, such a prelimi­
nary agreement or commitment does not qualify for purposes of this definition.
7. The following footnote is added to the end of the first sentence of paragraph 8(b) of F A SB  
S tatem ent N o. 13:
If the property covered by the lease is yet to be constructed or has not been acquired 
by the lessor at the inception of the lease, the classification criterion of paragraph 8(b) 
shall be applied at the date that construction of the property is completed or the 
property is acquired by the lessor.
8. The following footnote is added to the end of the second sentence of paragraph 10 of F A SB  
S tatem ent N o. 13 and to the end of the second sentence of paragraph 26(a)(i) of Statement No. 13:
If the lease agreement or commitment, if earlier, includes a provision to escalate 
minimum lease payments for increases in construction or acquisition cost of the leased 
property or for increases in some other measure of cost or value, such as general price 
levels, during the construction or pre-acquisition period, the effect of any increases 
that have occurred shall be considered in the determination of “fair value of the leased 
property at the inception of the lease” for purposes of this paragraph.
9. Paragraphs 17(a) and 18(a) of F A SB  S tatem ent N o. 13 are amended by adding the follow­
ing final sentence and related footnote to each paragraph:
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The estimated residual value used to compute the unguaranteed residual value accru­
ing to the benefit of the lessor shall not exceed the amount estimated at the inception of 
the lease except as provided in footnote*.
*If the lease agreement or commitment, if earlier, includes a provision to escalate minimum lease payments 
for increases in construction or acquisition cost of the leased property or for increases in some other measure 
of cost or value, such as general price levels, during the construction or pre-acquisition period, the effect of 
any increases that have occurred shall be considered in the determination of “the estimated residual value of 
the leased property at the inception of the lease” for purposes of this paragraph.
10. Paragraph 43(c) of F A SB  S ta tem ent N o. 13 is amended by adding the following final 
sentence and related footnote:
The estimated residual value shall not exceed the amount estimated at the inception of 
the lease except as provided in footnote†. *1
†If the lease agreement or commitment, if earlier, includes a provision to escalate minimum lease payments 
for increases in construction or acquisition cost of the leased property or for increases in some other measure 
of cost or value, such as general price levels, during the construction or pre-acquisition period, the effect of 
any increases that have occurred shall be considered in the determination of “the estimated residual value of 
the leased property at the inception of the lease” for purposes of this paragraph.
Effective Date and Transition
11. The provisions of this amendment to F A SB  S ta tem ent N o. 13 shall be effective for leasing 
transactions recorded and lease agreement revisions (see paragraph 9 of Statement No. 13) 
recorded as of December 1, 1978 or thereafter. Earlier application is encouraged. In addition, 
except as provided in the next sentence, the provisions of this Statement shall be applied retroac­
tively at the same time and in the same manner as the provisions of Statement No. 13 are applied 
retroactively (see paragraphs 49 and 51 of Statement No. 13). Enterprises that have already 
applied the provisions of Statement No. 13 retroactively and have published annual financial 
statements based on the retroactively adjusted accounts before the effective date of this State­
ment may, but are not required to, apply the provisions of this Statement retroactively.
The provisions of this Statement need 
not be applied to immaterial items.
This S ta tem ent w as adopted by the u nan im ous vote o f  the seven m em bers o f  the F inancial 
A ccounting S tan dards B oard:
D onald J .  K ir k , C hairm an  
Oscar S. G e llein  
J o h n  W . M arch 
R o b e r t  A. Morgan 
D avid  M osso 
R obert T. S prouse 
R a lph  E. W alters
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APPENDIX A
Summary of Consideration of Comments on Exposure Draft
12. The December 19, 1977 Exposure Draft proposed a complex amendment of the definition 
of inception o f  the lease in paragraph 5(b) of F A SB  S tatem ent N o. 13. The amended definition 
would have modified various determinations used for both classification of and accounting for a 
lease. The Exposure Draft also would have, in most cases, limited the amount recorded by the 
lessor for the residual value of the leased property to an amount not greater than the lessor’s 
estimate as of inception of the lease.
13. Many respondents indicated that the proposed amendment was too complicated and 
requested clarification or simplification. Some respondents suggested that the Board separate 
lease classification from lease recording. Based on those comments, the Board made this final 
Statement a series of individual amendments that, in total, have approximately the same result as 
the Exposure Draft. The individual amendments are:
a. The definition of inception o f  the lease in paragraph 5(b) of F A S B  S ta tem ent N o. 13 is 
amended to make it the date of the lease agreement or any earlier commitment. This 
modification should result in a lessee’s classification of a lease that reflects the economic 
considerations that entered into the agreement.
b. A footnote was added to paragraph 8(b) of Statement No. 13 to permit a lease of 
property that is to be constructed or acquired by the lessor to be classified as a sales- 
type lease or direct financing lease (providing it otherwise meets the criteria for those 
classifications) if there are no important uncertainties about unreimbursable costs yet to 
be incurred by the lessor at the date that the property is completed or acquired by the 
lessor, although there may have been such uncertainties at the inception of the lease. 
This modification and the modification described in paragraph 13(a) above, in combina­
tion, should result in a lessor’s classification of a lease that reflects the economic consid­
erations that entered into the agreement.
c. Footnotes were added to paragraphs 10 and 26(a)(i) of Statement No. 13 to require a 
lessee to escalate the “fair value at the inception of the lease,” used as a limitation for 
amounts to be recorded and as a basis for allocation between land and buildings in a real 
estate lease, for the effects of an escalator provision. The footnotes apply only to leases 
that include cost-based or similar construction period or pre-acquisition period escalator 
provisions.
d. Paragraphs 9 and 10 of this Statement modify paragraphs 17(a), 18(a), and 43 of State­
ment No. 13 to limit the amount recorded by the lessor for the residual value of the 
leased property to an amount not greater than the estimate as of the inception of the 
lease. Footnotes were added to provide a limited exception to this requirement in the 
event that a lease includes a cost-based or similar construction period or pre-acquisition 
period escalator provision.
e. If a lease calls for adjustment of a lease provision because of specified changes occurring 
during a construction or pre-acquisition period, a new determination related to that 
occurrence may be appropriate if Statement No. 13 requires a determination at the 
inception of the lease for recording purposes. The Exposure Draft specified formula 
adjustments that would have applied to any lease provisions that call for adjustments. 
For simplicity, this Statement addresses only the usual cost-based or similar construc­
tion or pre-acquisition period escalator provisions (see paragraph 13(c) above). The 
parties to the lease should make the appropriate adjustments to record a lease if other
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types of construction period or pre-acquisition period contingency provisions are pres­
ent. However, no adjustments should be made to reflect the effect of contingency 
provisions that continue during the lease term.
14. Some respondents questioned the application of the amended definition of inception of the 
lease to multiple “takedowns” of equipment under a master lease agreement. If a master lease 
agreement specifies that the lessee must take a minimum number of units or dollar value of 
equipment and if all other principal provisions are stated, the inception of the lease is the date of 
the master lease agreement with respect to the specified minimum. The inception of the lease for 
equipment “takedowns” in excess of the specified minimum is the date that the lessee orders the 
equipment because the lessee does not agree to lease the equipment until that date. To the extent 
that lease payments for required “takedowns” are based on value at the date of the “takedown,” 
the lease, in effect, has a pre-acquisition period escalator provision based on value. Paragraphs 
8-10 of this Statement address that situation. If a master lease agreement does not require the 
lessee to “takedown” any minimum quantity or dollar value of equipment, the agreement is 
merely an offer by the lessor to rent equipment at an agreed price and the inception of the lease is 
the date that the lessee orders the equipment.
15. Some respondents stated that retroactive application of the proposed Statement would 
require extensive recomputations to classify and account for existing leases and questioned 
whether the cost would be justified. Many respondents, on the other hand, stated that retroactive 
application of the amended definition in the proposed Statement was necessary to reflect the 
economic considerations that entered into existing leases. The Board considered the problems of 
data accumulation and reconsidered whether to require retroactive application or to permit pros­
pective application of this Statement. Paragraphs 115-119 of F A S B  S ta tem ent N o. 13 discuss the 
considerations that resulted in the requirement for retroactive application of that Statement. The 
same considerations influenced the Board in its decision to adopt the transition requirements in 
this Statement. This Statement permits, but does not require, retroactive application for enter­
prises that have already applied Statement No. 13 retroactively and  have published annual 
financial statements based on the retroactively adjusted accounts. All other en terprises  are re­
quired to apply the provisions of this Statement retroactively at the same time as they apply the 
provisions of Statement No. 13 retroactively. Companies with a large number of leases that are 
affected may be able to use aggregate computations or statistical sampling techniques to compute 
the required adjustments.
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APPENDIX E
FASB INTERPRETATION NO. 19
LESSEE GUARANTEE OF THE RESIDUAL VALUE OF LEASED PROPERTY 
AN INTERPRETATION OF FASB STATEMENT NO. 13 
OCTOBER 1977
INTRODUCTION
1. The FASB has been asked to clarify whether a particular kind of lease provision consti­
tutes a guarantee by the lessee of the residual value of leased property at the expiration of the lease 
term to be included in m in im u m  lease p aym en ts  in accordance with paragraph 5(j)(i)(b) of F A SB  
S ta tem ent N o. 13, “Accounting for Leases,” and to clarify whether certain provisions in lease 
agreements and certain other circumstances limit the amount of a lessee guarantee to be included 
in minimum lease payments to an amount less than a stipulated residual value of the leased 
property at the end of the lease term. Paragraph 5(j)(i)(b) of the Statement states that minimum 
lease payments from the standpoint of the lessee shall include a “guarantee by the lessee . . .  of 
the residual value at the expiration of the lease term, whether or not payment of the guarantee 
constitutes a purchase of the leased property. . . . When the lessee agrees to make up any 
deficiency below a stated amount in the lessor’s realization of the residual value, the guarantee to 
be included in the minimum lease payments shall be the stated amount, rather than an estimate of 
the deficiency to be made up.”
2. Specifically, the Board has been asked the following three questions:
a. Does a lease provision requiring the lessee to make up a residual value deficiency that is 
attributable to damage, extraordinary wear and tear, or excessive usage (e.g., excessive 
mileage on a leased vehicle) constitute a lessee guarantee of the residual value such that 
the estimated residual value of the leased property at the end of the lease term should be 
included in minimum lease payments under paragraph 5(j)(i)(b) of F A S B  S tatem ent No. 
13?
b. Some lease agreements limit the amount of a residual value deficiency that a lessee can 
be required to make up to an amount that is (1) less than the stipulated residual value of 
the leased property at the end of the lease term but (2) clearly in excess of any reasona­
ble estimate of a deficiency that might be expected to arise in normal circumstances. In 
those cases, is the amount of the lessee’s guarantee to be included in minimum lease 
payments under paragraph 5(j)(i)(b) of F A SB  S tatem ent N o. 13 limited to the specified 
maximum deficiency that the lessee can be required to make up, or is it the stipulated 
residual value of the leased property at the end of the lease term?
c. If a lessee who is obligated to make up a deficiency in the lessor’s realization of the 
residual value obtains a guarantee of the residual value from an unrelated third party, 
may the lessee reduce the amount of his minimum lease payments under paragraph 
5(j)(i)(b) of F A SB  S ta tem ent N o. 13 by the amount of the third-party guarantee?
167
INTERPRETATION
3. A lease provision requiring the lessee to make up a residual value deficiency that is 
attributable to damage, extraordinary wear and tear, or excessive usage is similar to contingent 
rentals in that the amount is not determinable at the inception of the lease.1 Such a provision does 
not constitute a lessee guarantee of the residual value for purposes of paragraph 5(j)(i)(b) of F A SB  
S tatem ent N o. 13.
4. If a lease limits the amount of the lessee’s obligation to make up a residual value deficiency 
to an amount less than the stipulated residual value of the leased property at the end of the lease 
term, the amount of the lessee’s guarantee to be included in minimum lease payments under 
paragraph 5(j)(i)(b) of F A SB  S ta tem ent N o. 13 shall be limited to the specified maximum defi­
ciency the lessee can be required to make up. In other words, the “stated amount” referred to in 
the last sentence of paragraph 5(j)(i)(b) is the specified maximum deficiency that the lessee is 
obligated to make up. If that maximum deficiency clearly exceeds any reasonable estimate of a 
deficiency that might be expected to arise in normal circumstances, the lessor’s risk associated 
with the portion of the residual in excess of the maximum may appear to be negligible. However, 
the fact remains that the lessor must look to the resale market or elsewhere rather than to the 
lessee to recover the unguaranteed portion of the stipulated residual value of the leased property. 
The lessee has not guaranteed full recovery of the residual value, and the parties should not base 
their accounting on the assumption that the lessee has guaranteed it. The 90 percent test specified 
in criterion (d) of paragraph 7 of Statement No. 13 is stated as a lower limit rather than as a 
guideline.
5. A guarantee of the residual value obtained by the lessee from an unrelated third party for 
the benefit of the lessor shall not be used to reduce the amount of the lessee’s minimum lease 
payments under paragraph 5(j)(i)(b) of F A S B  S ta tem ent N o. 13 except to the extent that the 
lessor explicitly releases the lessee from obligation, including secondary obligation if the guaran­
tor defaults, to make up a residual value deficiency. Amounts paid in consideration for a guarantee 
by an unrelated third party are executory costs and are not included in the lessee’s minimum lease 
payments.
EFFECTIVE DATE AND TRANSITION
6. The provisions of this Interpretation shall be effective for leasing transactions and lease 
agreement revisions (see paragraph 9 of F A SB  S tatem ent N o. 13) entered into on or after January 
1, 1978. Earlier application is encouraged. In addition, the provisions of this Interpretation shall 
be applied retroactively at the same time and in the same manner as the provisions of F A SB  
S ta tem ent N o. 13 are applied retroactively (see paragraphs 49 and 51 of the Statement). Enter­
prises that have already applied the provisions of Statement No. 13 retroactively and have 
published financial statements based on the retroactively adjusted accounts before the effective 
date of this Interpretation may, but are not required to, apply the provisions of this Interpreta­
tion retroactively.
This In terpreta tion  w as adopted by the unan im ous vote o f  the seven m em bers o f  the F inancial 
A ccounting S tan dards Board:
Marshall S. A rmstrong, C hairm an
Oscar S. Ge l l e in
D onald J .  K irk
A rthur  L . L itke
R obert E. Mays
R obert T. S prouse
R alph  E. W alters
1Contingent rentals are not included in minimum lease payments as defined in paragraph 5(j) of FASB Statement No. 
13. Contingent rentals are to be recognized as period costs when incurred (or revenue when receivable). (See paragraphs 
12, 17(b), and 18(b) of Statement No. 13.)
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APPENDIX F
FASB INTERPRETATION NO. 21 
ACCOUNTING FOR LEASES IN A BUSINESS COMBINATION 
AN INTERPRETATION OF FASB STATEMENT NO. 13
APRIL 1978
INTRODUCTION AND BACKGROUND INFORMATION
1. The FASB has been asked to clarify the application of F A S B  S ta tem ent N o. 13, “Account­
ing for Leases,” in business combinations. Specifically, this involves the following questions:
a. Does the consummation of a business combination require the combined enterprise to 
treat leases of the combining companies as new leases to be classified according to the 
criteria set forth in Statement No. 13, based on conditions as of the date of the combina­
tion?
b. If the consummation of a business combination does not require enterprises to treat 
leases of the combining companies as new leases as of the date of the combination, how 
should Statement No. 13 be applied1 to the leases of the combined enterprise?
c. How do the requirements of A P B  O pinion N o. 16, “Business Combinations,” for assign­
ing amounts to the assets acquired and liabilities assumed in a business combination that 
is accounted for by the purchase method affect the application of Statement No. 13 by 
the combined enterprise to leases of the acquired company?
2. Paragraph 40 of F A S B  S ta tem ent N o. 13 requires the new lessee under a sublease or 
similar transaction to classify the lease in accordance with the criteria in Statement No. 13 and to 
account for it as a new lease. Subparagraphs (b) and (c) of paragraph 35 of Statement No. 13 
describe the transactions similar to subleases that are subject to the requirements of paragraph 40 
of the Statement as follows:
b. A new lessee is substituted under the original lease agreement. The new lessee becomes 
the primary obligor under the agreement, and the original lessee may or may not be 
secondarily liable.
c. A new lessee is substituted through a new agreement, with cancellation of the original 
lease agreement.
The question has been raised as to whether the provisions of paragraphs 35 and 40 ever require 
that leases in a business combination be treated as new leases by the combined enterprise.
3. In connection with a business combination, changes may be made in the provisions of 
existing leases of a combining enterprise. Paragraph 9 of F A SB  S ta tem ent N o. 13 discusses 
changes in the provisions of leases as follows:
If at any time the lessee and lessor agree to change the provisions of the lease, other 
than by renewing the lease or extending its term, in a manner that would have resulted 
in a different classification of the lease under the criteria in paragraphs 7 and 8 had the 
changed terms been in effect at the inception of the lease, the revised agreement shall 
be considered as a new agreement over its term, and the criteria in paragraphs 7 and 8 
shall be applied for purposes of classifying the new lease. Likewise, except when a
1See paragraphs 49 and 51 of FASB Statement No. 13 regarding retroactive application of Statement No. 13.
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guarantee or penalty is rendered inoperative as described in paragraphs 12 and 17(e), 
any action that extends the lease beyond the expiration of the existing lease term (see 
paragraph 5(f) ), such as the exercise of a lease renewal option other than those already 
included in the lease term, shall be considered as a new agreement, which shall be 
classified according to the provisions of paragraphs 6-8. Changes in estimates (for 
example, changes in estimates of the economic life or of the residual value of the leased 
property) or changes in circumstances (for example, default by the lessee), however, 
shall not give rise to a new classification of a lease for accounting purposes.
4. Paragraph 88 of A P B  O pinion N o. 16 provides “general guides for assigning amounts to 
the individual assets acquired and liabilities assumed, except goodwill . . .” in a business combina­
tion that is accounted for by the purchase method. The guides in subparagraphs of paragraph 88 
indicate the method of valuation to be used for various types of assets and liabilities. The concepts 
underlying F A S B  S ta tem ent N o. 13 that govern classification of leases differ in some respects 
from the concepts of prior APB Opinions on accounting for leases. Thus, the subparagraphs of 
paragraph 88 of Opinion No. 16 that were applied prior to Statement No. 13 may not be the 
appropriate subparagraphs to be applied under Statement No. 13. In addition, some provisions of 
Statement No. 13 (e.g., interest rates used) may suggest that certain of the general guidelines in 
paragraph 88 should be applied differently from the way they may have been applied in the past.
5. An Exposure Draft of a proposed Interpretation on “Accounting for Leases in a Business 
Combination” was issued on December 19, 1977. The Board received 27 letters of comment in 
response to the Exposure Draft. Certain of those comments and the Board’s consideration of them 
are discussed in paragraphs 6-10 below.
6. One respondent requested that the Interpretation provide for circumstances in which 
determinations at the inception of the lease are not possible. The Board is aware that in some 
cases it is difficult to obtain accurate data relating to the remote past of an acquired enterprise but 
believes that reasonable estimates can be derived based on the information that is available.
7. Some respondents expressed the belief that the concept of purchase accounting in A P B  
O pinion N o. 16 requires the acquiring enterprise to classify the acquired enterprise’s leases as 
new leases at the date of a business combination that is accounted for by the purchase method and 
stated that the acquiring enterprise should apply the criteria of F A SB  S ta tem ent N o. 13 for 
classifying the acquired leases at the date of the acquisition. The Board does not believe that 
Opinion No. 16 requires reconsideration of the classification of existing leases that are already 
classified in conformity with Statement No. 13; rather, the Board views Opinion No. 16 as 
requiring valuation of the existing assets and obligations of the acquired company, including 
assets and obligations pertaining to leases, and allocation of cost to those assets and obligations. 
Also, the Board views the procedure suggested as contrary to Statement No. 13. Paragraph 8 
below describes the basis for classification of a lease under Statement No. 13.
8. Paragraph 7 of F A SB  S ta tem ent N o. 13 states that “the criteria for classifying leases set 
forth in this paragraph and in paragraph 8 derive from the concept set forth in paragraph 60.” 
Paragraph 60 of Statement No. 13 describes the underlying concept as follows:
The provisions of this Statement derive from the view that a lease that transfers  
substantially all of the benefits and risks incident to the ownership of property should 
be accounted for as the acquisition of an asset and the incurrence of an obligation by the 
lessee and as a sale or financing by the lessor. All other leases should be accounted for 
as operating leases. . . . [Emphasis added.]
Statement No. 13 requires that the classification of a lease (an agreement between a lessee and a 
lessor) be determined at the inception of the lease. Once that determination is made, the classifica­
tion of the lease is not reexamined unless either (a) both parties to the lease agree to a revision 
that would have resulted in a different classification of the lease had the changed terms been in 
effect at the inception of the lease or (b) the lease is extended or renewed. Paragraphs 36-40 of
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Statement No. 13 apply similar procedures with respect to classification to the parties affected by 
a sublease, as follows:
a. The orig inal lessor retains the classification of the original lease unless it is replaced by a 
new agreement.
b. The orig inal lessee retains the original classification of the original lease unless the 
original lessee is relieved of the primary obligation. (If the lessee is relieved of the 
primary obligation, the original lessor will have agreed to a revision.)
c. The new lessee has agreed to the terms of a lease, either with the original lessee (in 
effect, a sublease) or with the original lessor (a new lease). Accordingly, the new lessee 
is required to classify the new lease at the date of the new agreement.
Statement No. 13 applies the same rationale to an enterprise that purchases the lessor’s interest 
in an existing lease from the original lessor. The Statement does not permit an enterprise that 
purchases property from a lessor while the property is leased to a third party lessee to classify the 
acquired lease as a new lease at the acquisition date. The lessee is not a party to the transaction 
and the original lessor ceases to be a party to the lease; thus, there has been no new agreement 
between a lessee and a lessor and the purchase date is not the inception of a new lease requiring 
classification at that date. The Board views the substance of a business combination that is 
accounted for under the purchase method to be the purchase of the lessor’s or lessee’s interest in 
an existing lease. The original lessor or lessee does not become a party to a new agreement; 
accordingly, there is no new agreement to be classified, and Statement No. 13 does not permit 
reclassification of the existing lease unless the provisions of the lease are modified. The Board is 
aware that the identity of a party to a lease may change in a business combination and that the 
lease may be modified to reflect that change. If the provisions of the lease are not changed (see 
paragraph 3 above), the modification does not represent a new agreement between the lessee and 
lessor in substance, and the lease should not be reclassified.
9. Some respondents suggested that the Board expand the scope of this Interpretation to 
address asset acquisitions that are not business combinations. As explained in paragraph 8 above, 
the Board believes that F A S B  S ta tem ent N o. 13 provides adequate guidance for those transac­
tions.
10. Some enterprises have already applied the provisions of F A S B  S ta tem ent N o. 13 retroac­
tively and have published financial statements based on the retroactively adjusted accounts. The 
Exposure Draft proposed that those enterprises would be permitted, but not required, to apply 
the provisions of this Interpretation retroactively. Some respondents’ comments indicated that 
they interpreted the reference to “published financial statements” in the Exposure Draft to 
include financial summaries of interim results. The Board had intended the reference to “pub­
lished financial statements” to exclude those summaries. Upon further consideration, the Board 
modified the wording of paragraph 18 to “published an nu al financial statements.”
11. This Interpretation applies to the accounting for leases by combined enterprises at the 
date of and subsequent to a business combination.
INTERPRETATION
Summary
12. The classification of a lease in accordance with the criteria of F A S B  Statement"No. 13 
shall not be changed as a result of a business combination unless the provisions of the lease are 
modified. (See paragraph 13.)
Changes in the Provisions of the Lease
13. If in connection with a business combination, whether accounted for by the purchase 
method or by the pooling of interests method, the provisions of a lease are modified in a way that
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would require the revised agreement to be considered a new agreement under paragraph 9 of 
F A SB  S tatem ent N o. 13, the new lease shall be classified by the combined enterprise according to 
the criteria set forth in Statement No. 13, based on conditions as of the date of the modification of 
the lease.
Application of FASB Statement No. 13 in a Pooling of Interests
14. In a business combination that is accounted for by the pooling of interests method, each 
lease shall retain its previous classification under FASB S ta tem ent N o. 13 unless the provisions of 
the lease are modified as indicated in paragraph 13 above and shall be accounted for by the 
combined enterprise in the same manner that it would have been classified and accounted for by 
the combining enterprise.
Application of FASB Statement No. 13 in a Purchase Combination
15. In a business combination that is accounted for by the purchase method, the acquiring 
enterprise shall retain the previous classification in accordance with F A S B  S ta tem ent No. 13 for 
the leases of an acquired enterprise unless the provisions of the lease are modified as indicated in 
paragraph 13 above.2 The amounts assigned to individual assets acquired and liabilities assumed 
at the date of the combination shall be determined in accordance with the general guides for that 
type of asset or liability in paragraph 88 of A P B  O pinion No. 16. Subsequent to the recording of 
the amounts called for by Opinion No. 16, the leases shall thereafter be accounted for in accor­
dance with Statement No. 13.3 Paragraph 16 below explains the application of this paragraph to a 
leveraged lease by an enterprise that acquires a lessor.
16. In a business combination that is accounted for by the purchase method, the acquiring 
enterprise shall apply the following procedures to the acquired enterprise’s investment as a lessor 
in a leveraged lease. The acquiring enterprise shall retain the classification of a leveraged lease at 
the date of the combination. The acquiring enterprise shall assign an amount to the acquired net 
investment in the leveraged lease in accordance with the general guides in paragraph 88 of A P B  
O pinion N o. 16, based on the remaining future cash flows and giving appropriate recognition to 
the estimated future tax effects of those cash flows. Once determined, that net investment shall be 
broken down into its component parts, namely, net rentals receivable, estimated residual value, 
and unearned income including discount to adjust other components to present value. The acquir­
ing enterprise thereafter shall account for that investment in a leveraged lease in accordance with 
the provisions of F A SB  S ta tem ent N o. 13. Appendix A illustrates the application of this para­
graph.
17. When an enterprise that has acquired another enterprise in a business combination 
accounted for by the purchase method prior to the effective date of this Interpretation applies the 
provisions of F A S B  S ta tem ent N o. 13 retroactively, leases acquired in the business combination 
shall be classified as they would have been classified if the acquired enterprise had applied 
Statement No. 13 retroactively at the date of the business combination. The amounts retroac­
tively recorded for those leases shall be the amounts that would have been allocated under A P B  
Opinion N o. 16 by the acquiring enterprise at the purchase date if the leases had been classified in 
accordance with the provisions of Statement No. 13 at that date. The following examples illustrate 
the application of this paragraph:
2If the acquired enterprise has not applied FASB Statement No. 13 retroactively at the date of the business combina­
tion, the acquiring enterprise shall classify the leases of the acquired enterprise as they would have been classified if the 
acquired enterprise had applied Statement No. 13 retroactively at that date.
3FASB Statement No. 13 does not address the subsequent accounting for amounts recorded for favorable or unfavora­
ble operating leases. Accordingly, present practice is not changed with respect to the amortization of those amounts.
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a. In the case of a lease for which the lessee’s classification is changed by the retroactive 
application of Statement No. 13 from an operating lease to a capital lease, the favorable 
or unfavorable amount recorded under Opinion No. 16 at the date of the combination 
shall be restated to record an asset and a liability, each to be assigned an amount in 
accordance with Opinion No. 16. The net of the restated asset and liability may equal the 
amount previously recorded for a favorable or unfavorable operating lease. However, if 
the net of the restated asset and liability differs from the amount that was originally 
recorded under Opinion No. 16 for that lease, the difference is a retroactive adjustment 
of the allocation of the cost of the acquired enterprise with an offsetting retroactive 
adjustment, usually to goodwill.
b. In the case of a lease for which the lessor’s classification is changed by the retroactive 
application of Statement No. 13 from an operating lease to a direct financing lease, the 
carrying amount of the leased asset and any favorable or unfavorable amount recorded 
under Opinion No. 16 at the date of the combination shall be restated to record a net 
investment in the direct financing lease determined in accordance with Opinion No. 16 
and consisting of the gross receivable, residual value, and unearned income. If the 
restated amount allocated to the net investment in the direct financing lease differs from 
the net amount that was originally recorded for that lease, the difference is a retroactive 
adjustment of the allocation of the cost of the acquired enterprise with an offsetting 
retroactive adjustment, usually to goodwill.
Effective Date and Transition
18. The provisions of this Interpretation shall be effective for business combinations that are 
initiated4 on or after May 1, 1978. Earlier application is encouraged. In addition, the provisions of 
this Interpretation shall be applied retroactively at the same time and in the same manner as the 
provisions of F A S B  S ta tem ent N o. 13 are applied retroactively (see paragraphs 49 and 51 of 
Statement No. 13). Enterprises that have already applied the provisions of Statement No. 13 
retroactively and have published annual financial statements based on the retroactively adjusted 
accounts before the effective date of this Interpretation may, but are not required to, apply the 
provisions of this Interpretation retroactively.
This In terpreta tion  w as adopted by the unan im ous vote o f  the seven m em bers o f  the F inancia l 
A ccounting S tan dards Board:
D onald J .  K irk , C hairm an  
Oscar S . G e l l e in  
J o h n  W . March  
R o b e r t  A. M organ 
D avid Mosso 
R obert T. S prouse 
R alph  E . W alters
4See paragraph 46(a) of APB Opinion No. 16 for the definition of “initiated.”
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APPENDIX A
Illustration of the Accounting for a 
Leveraged Lease in a Purchase Combination
19. This Appendix illustrates one way that a lessor’s investment in a leveraged lease might 
be valued by the acquiring enterprise in a business combination accounted for by the purchase 
method and the subsequent accounting for the investment in accordance with F A S B  Statem ent 
No. 13. The elements of accounting and reporting illustrated for this example are as follows:
1. Leveraged lease example—terms and assumptions, Schedule 1
2. Acquiring enterprise’s cash flow analysis by years, Schedule 2
3. Acquiring enterprise’s valuation of investment in the leveraged lease, Schedule 3
4. Acquiring enterprise’s allocation of annual cash flow to investment and income, Schedule 4
5. Journal entry for recording allocation of purchase price to net investment in the lever­
aged lease, Schedule 5
6. Journal entries for the year ending December 31, 1984 (year 10 of the lease), Schedule 6
SCHEDULE 1
Leveraged Lease Example 
Term and Assumptions
Cost of leased asset 
(equipment)
Lease term
Lease rental payments 
Residual value 
Financing:
Equity investment by 
lessor
Long-term nonrecourse 
debt
Depreciation allowable 
to lessor for income 
tax purposes
Lessor’s income tax rate 
(federal and state) 
Investment tax credit
Initial direct costs
$1,000,000
15 years, dating from January 1, 1975 
$90,000 per year (payable last day of each year)
$200,000 estimated to be realized one year after lease termination
$400,000
$600,000, bearing interest at 9% and repayable in annual installments 
(on last day of each year) of $74,435.30
Seven-year ADR life using double-declining-balance method for the 
first two years (with the half-year convention election applied in the 
first year) and sum-of-years digits method for remaining life, depre­
ciated to $100,000 salvage value
50.4% (assumed to continue in existence throughout the term of the 
lease)
10% of equipment cost or $100,000 (realized by the lessor on last day of 
first year of lease)
For simplicity, initial direct costs have not been included in the illus­
tration.
Date of business
combination January 1, 1982
Tax status of business
combination Non-taxable transaction
Appropriate interest rate 
for valuing net-of-tax 
return on investment 4½%
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SCHEDULE 2
Acquiring Enterprise’s Cash Flow Analysis by Years
1 2 3 4 5 6 Annual
Gross lease Depreciation Income tax cash flow
rentals and (for income Loan Taxable (charges) Loan (col.
residual tax interest income (col. 4x principal 1-3+
Year value purposes) payments (col. 1 -2 -3 ) 50.4%) payments
5—6)
8 $ 90,000 _ $ 37,079 $ 52,921 $ (26,672) $ 37,357 $ (11,108)
9 90,000 __ 33,717 56,283 (28,367) 40,719 (12,803)
10 90,000 __ 30,052 59,948 (30,214) 44,383 (14,649)
1 90,000 _ 26,058 63,942 (32,227) 48,378 (16,663)
12 90,000 __ 21,704 68,296 (34,421) 52,732 (18,857)
13 90,000 __ 16,957 73,043 (36,813) 57,478 (21,248)
14 90,000 _ 11,785 78,215 (39,420) 62,651 (23,856)
15 90,000 _ 6,145 83,855 (42,263) 68,290 (26,698)
16 200,000 $100,000 — 100,000 (50,400) —
149,600
Totals $920,000 $100,000 $183,497 $636,503 $(320,797) $411,988
$ 3,718
SCHEDULE 3
Acquiring Enterprise’s
Valuation of Investment in the Leveraged Lease
1 .
2.
3.
Cash flow
Rentals receivable (net of principal and interest on the 
nonrecourse debt) ($15,564.70 at the end of each year 
for 8 years)
Estimated residual value ($200,000 realizable at the end of 9 years) 
Future tax payments (various amounts payable over 9 years 
—see Schedule 2)
Net present value
Present value at 4½% 
net-of-tax rate___
$102,663
134,581
(253,489) 
$ (16,245)
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SCHEDULE 4
Acquiring Enterprise’s
Allocation of Annual Cash Flow to Investment and Income
1 2 3 4 5 6
Annual Cash Flow Components of Income2
Net Total
investment from Allocated Allocated Tax effect
at beginning Schedule 2, to to Pretax of pretax
Year of year col. 7 investment income1 income income
8 $ (16,245) $ (11,108) $ (11,108) — — —
9 (5,137) (12,803) (12,803) — — —
10 7,666 (14,649) (14,973) $ 324 $ 5,530 $ (5,206)
11 22,639 (16,663) (17,621) 958 16,353 (15,395)
12 40,260 (18,857) (20,561) 1,704 29,087 (27,383)
13 60,821 (21,248) (23,822) 2,574 43,937 (41,363)
14 84,643 (23,856) (27,439) 3,583 61,160 (57,577)
15 112,082 (26,698) (31,443) 4,745 80,995 (76,250)
16 143,525 149,600 143,525 6,075 103,698 (97,623)
Totals $ 3,718 $ (16,245) $19,963 $340,760 $(320,797)
1Lease income is recognized as 4.233% of the unrecovered investment at the beginning of each year in which the net 
investment is positive. The rate is that rate which when applied to the net investment in the years in which the net 
investment is positive will distribute the net income (net cash flow) to those years. The rate for allocation used in this 
Schedule is calculated by a trial and error process. The allocation is calculated based upon an initial estimate of the rate as a 
starting point. If the total thus allocated to income (column 4) differs under the estimated rate from the net cash flow 
(column 2 less column 3) the estimated rate is increased or decreased, as appropriate, to derive a revised allocation. This 
process is repeated until a rate is selected which develops a total amount allocated to income that is precisely equal to the 
net cash flow. As a practical matter, a computer program is used to calculate Schedule 4 under successive iterations until 
the correct rate is determined.
2Each component is allocated among the years of positive net investment in proportion to the allocation of net income 
in column 4. Journal Entry 2 in Schedule 6 of this Appendix includes an example of this computation.
SCHEDULE 5
Illustrative Journal Entry for Recording 
Allocation of Purchase Price to Net Investment in the 
Leveraged Lease
Rentals receivable (Schedule 2, total of column 1 less residual value, 
less totals of columns 3 and 6)
Estimated residual value (Schedule 1)
Purchase price allocation clearing account (Schedule 3, present value)
Unearned and deferred income (Schedule 3, present value, less 
total of rentals receivable and estimated residual value) $340,760
$124,515
200,000
16,245
176
SCHEDULE 6
Illustrative Journal Entries for Year Ending December 31, 1984
Third Year of Operation after the Business Combination 
(Year 10 of the Lease)
Jou rnal E n try  1 
Cash
Rentals receivable (Schedule 2, column 1 less columns 3 and 6) 
Collection of year’s net rental 
Jou rnal E n try  2 
Unearned and Deferred Income 
Income from Leveraged Leases (Schedule 4, column 5) 
Recognition of pretax income for the year allocated in the 
same proportion as the allocation of total income
$ 324 x $340,760 = $5,530(  $19,963Journal Entry 3 
Deferred taxes (Schedule 2, column 5, less Schedule 4, 
column 6)
Income tax expense (Schedule 4, column 6)
Cash (Schedule 2, column 5)
To record payment of tax for the year
$15,565
$ 5,530
$25,008
5,206
$15,565
$ 5,530
$30,214
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APPENDIX G
AUDITING INTERPRETATIONS
The Institute staff has been authorized to issue interpretations of auditing questions having 
general interest to the profession. The purpose o f the interpretations is to provide guidance on a 
timely basis without the formal procedures required for a Statement on Auditing Standards and 
to clarify points on which past practice may have varied and been considered generally accepted. 
These interpretations, which are reviewed with informed members of the profession, are not 
pronouncements o f the Auditing Standards Executive Committee. However, members should be 
aware that they may be called upon to justify departures from the interpretations. Interpretations 
are prepared by the auditing standards division and the technical research division. Unless 
otherwise stated, the interpretations are not intended to be retroactive.
The Effect of FASB Statement No. 13 on Consistency
Question—Statement of Financial Accounting Standards No. 13, Accounting for Leases, 
applies to leasing transactions and lease agreement revisions entered into on or after January 1, 
1977. Lease transactions preceding that date need not be retroactively restated in the financial 
statements until the fiscal year beginning after December 31, 1980.1 (In the context of this 
question, and with respect to enterprises having a fiscal year of 52 or 53 weeks, “December 31” 
includes dates within the last seven days of December or the first seven days of January.) If an 
entity changes its method of accounting for leases entered into in 1977 to conform with FASB 
Statement No. 13, and does not initially retroactively apply the provisions of the Statement to 
leases that existed or were committed as of December 31, 1976, what is the effect on the auditor’s 
report on the financial statements for 1977 and subsequent years?
Interpretation—Paragraph 7 of APB Opinion No. 20, Accounting Changes, states, “A change 
in accounting principle results from the adoption of a generally accepted accounting principle 
different from the one used previously for reporting purposes.” Since the entity has adopted a new 
accounting principle for lease transactions entered into in the current year, as required by FASB 
Statement No. 13, a change in accounting principle has occurred. SAS No. 1, section 420.05, 
states, “Changes in accounting principle having a material effect on the financial statements 
require recognition in the independent auditor’s opinion as to consistency.” Consequently, if there 
is a material effect on the financial statements in the first year that leases entered into on or after 
January 1, 1977, are accounted for in conformity with FASB Statement No. 13, the auditor should 
give recognition in his report to the inconsistency.
In subsequent years after 1977, but before the year in which the entity restates its financial 
statements, the auditor need not qualify his opinion as to consistency, provided the earliest year 
presented does not precede the year of change. In such circumstances, there is no inconsistency in 
the application of accounting principles and comparability between the earliest year and sub­
sequent years is not affected, since no cumulative effect is reported in the year of the change.
In the year that the entity restates its financial statements retroactively for leases entered 
into or committed before January 1, 1977, the auditor should also qualify his opinion as to consis­
tency. Although the entity previously disclosed in the financial statements the relevant informa­
tion for leases existing as of December 31, 1976, the actual restatement of prior years’ financial 
statements requires the auditor to comment on consistency in his report (see SAS No. 1, section 
546.02).
1The SEC has adopted rules that require early application by public companies of the provisions of FASB Statement 
No. 13; see Accounting Series Release No. 225.
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